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CHOICE AND REVEALED PREFERENCE* 


NICHOLAS GEORGESCU-ROEGEN 
Vanderbilt University 


1. It is impossible to go through the literature of modern contributions to the 
ordinalist theory of consumer’s behavior without noticing that two approaches 
which seem not only different, but almost opposite, have evolved. The first is 
the Theory of Choice, a refinement of the Fisher-Pareto indifference-preference 
construction. Its modern foundations, however, were laid down by Professor 
Frisch in his 1926 paper “Sur un probléme d’économie pure.’” In the Fisher- 
Pareto theory, choice merely reflects ophelimity; therefore, ophelimity is the 
primary and choice the secondary concept.? With Frisch, choice becomes the 
basic element of the theory of the consumer; the indifference curves are a derived 
concept introduced to facilitate the rationalization of choice.’ The second ap- 
proach is that of Professor Samuelson, for which he has chosen the term of Re- 
vealed Preference Theory. Its pivot is one of the most interesting contributions 
to the general theory of the consumer, even though it was Samuelson’s first 


oewre de jeunesse.* Recently, he told us that his inspiration had its roots in a 
discussion with Professor Haberler and in Professor Leontief’s analysis of in- 
difference curves. 


* This paper is a part of a larger research project sponsored by the Institute of Research 
and Training in the Social Sciences of Vanderbilt University. (Another part, ‘“‘Choice, 
Expectations and Measurability,” will appear in Quarterly Journal of Economics, 
November, 1954.) 

Although the author acknowledges the valuable criticism of Mr. H. 8. Houthakker and 
Professor Paul A. Samuelson on the paper which follows, he alone is responsible for any 
faults it might contain. 

' Norsk Matematisk Forening Skrifter, Serie I, No. 16, pp. 1-40. I am glad to point out 
here this important contribution of Frisch which, because it came to my attention only after 
my paper on ‘“The Pure Theory of Consumer’s Behavior’’ appeared in Quarterly Journal of 
Economics, L (1936), pp. 545-593, was not mentioned there. 

21. Fisher, Mathematical Investigations in the Theory of Value and Prices, (1925 Reprint), 
p. 12, §2. 

V. Pareto, Manuel d’économie politique, ch. III, para. 55; App., para. 4, 8. 

* Frisch, op. cit., p. 5 et passim. 

* “A Note on the Pure Theory of Consumer’s Behavior,’’ Economica, V (1938), pp. 61- 
71, 353-4. 

‘PP. Samuelson, ‘‘The Problem of Integrability in Utility,’”’ Economica, XVII (1950), 
pp. 355-385. Very likely, he had in mind Leontief’s paper, ‘‘Composite Commodities and the 
Problem of Index Numbers,” Econometrica, IV (1936), pp. 39-59, which, I believe, provides 
the first discussion of how revealing index numbers are for the preference field of the con- 
sumer. 

119 
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Nevertheless, the basic idea goes back to Pareto who in the Manuel* and, 
especially, in his article “Economie Mathématique,’” not only tells us that the 
family of indifference curves and the family of offer curves provide two equally 
good foundations for a theory of the consumer, but he shows us how we could 
pass from one to the other. The essence of his ideas could not be more explicitly 
expressed than by the following statement: 


Au point de vue exclusivement mathématique, il est indifférent, pour la détermination 
d’équilibre, de connaltre les actions de |’individu au moyen des fonctions d’offre et de 
demande ou au moyen des fonction indices. Ce choix résulte de considérations d’oppor- 
tunité exp4rimentale.* 


In further elaborating on these ideas, Pareto envisaged two schemes by which 
one could pass from the market behavior of an individual to his preferential 
pattern. In the first case, the observed equilibrium quantities at varying prices 
are used to determine the marginal rate of substitution at every point of the 
commodity space.® 

This yields the total differential equation 


(1) ¢: dz, + g: dz, + --- + ¢, dz, = 0 
from which Pareto once thought that the ophelimity potential 
(2) ¥(¢) = const 


could be derived."® 

The second aspect of market behavior on the basis of which Pareto thought a 
preference field could be constructed is the more general proposition that if the 
initial position of the consumer, X°(z;°, z:°, --- z,°), and the price constellation, 
P(p, = 1, po, «++ pe) are given, the actual equilibrium X(Z, , # , --- Z,), is 
completely determined. In other words, one may write 


(3) X = F(X°; P) 


which is equivalent to the n-equation system of Pareto.’ Here again, Pareto 
committed a mathematica! slip which enabled him to conclude that the system 
(3) and the equation (1) are equivalent. For this to be true some additional con- 
ditions are necessary; their economic interpretation is that the equilibrium X 
does not depend upon the initial position X°, but depends instead upon “‘in- 


* P. 184n; App., para. 42. 

' Encylopédie des Sciences Mathématiques, Tome 1, Vol. 4, Fascicule 4, pp. 591-640. 

* Ibid., p. 507. Bee also p. 595. 

* Tbid., pp. 593, 596. 

© Vito Volterra, in reviewing the Manuale, reminded him that this equation alone does 
not ensure the existence of an ophelimity index. Cf., Manuel, p. 546. In thi« way, the non- 
integrability case was born to economics, but it caused no trouble until much later. For a 
very instructive history of the case, see Samuelson, ‘‘Problem of Integrability,’’ quoted 
above. 

" Encyclopédie, p. 595 (4). 
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come,” i.e., some function of prices and of X° which includes as a particular case 
the usual definition of income. Consequently, if (3) is to ensure (1), it must be of 
the form” 


(4) X = Pil(X°, P); P| 


Even though Pareto’s attempts at clarifying the relationships existing between 
the four raolds, (1)—(4), into which consumer’s theory could be cast, were not 
completed," some of the most interesting problems have thus been raised to pro- 
voke the sagacity of economists. 

None of the problems involved are simple. It is not surprising, therefore, that 
it took so long to make some progress. Professor Allen, in a contribution which 
usually receives less credit than it deserves, opened a new era by showing that 
for the “stability’’ of consumer’s equilibrium, equation (1) does not need to be 
integrable, but neither can it be absolutely arbitrary. Thus a new restriction, 
dictated by economic considerations, was imposed upon equation (1). But it 
could still be non-integrable. It was only then that the non-integrability of (1) 
became a real problem of the theory of the consumer. For if the principle of the 
persistence of non-preference is sufficient to account for consumer’s equilibrium, 
why (i.e., in economic terms) does not the same principle allow the construc- 
tion of a preference field? The fact that (1) was usually interpreted as the ‘‘local 
indifference element”—i.e., X and X + dX were indifferent combinations pro- 
vided dX satisfied (1)—made the answer more difficult." The problem was to 
explain in economic terms why a succession of infinitesimal indifferent dis- 
placements could not lead to an indifference variety of some sort. The answer 
was shown to rest in the absence of transitivity.” 

Spiral “integral curves’’ around the absolute or relative saturation point were 
used to prove two points. That: 


12 This was pointed out by the author in ‘“‘A Note on a Proposition by Pareto,”’ Quar- 
terly Journal of Economics, XLIX (1935), pp. 706-714. 

‘8 Pareto was not aware of the difference between (3) and (4) and he denied a fifth alter- 
native—recently revived by the cardinalists. 

“R. G. D. Allen, “The Foundations of a Mathematical Theory of Exchange,”’ 
Economica, XII (1182), pp. 197-226. His formulation of the principle involved was rather 
‘difficult to translate’’ (p. 219). In their path-breaking ‘Reconsideration of The Theory of 
Value,’’ Economica, I (1934), pp. 52-76, 196-219, Professors Allen and Hicks presented the 
same principle as the decreasing marginal rate of substitution. Finally, a presentation 
where the number of dimensions did not matter was offered by the author in what may be 
called the principle of persisting non-preference direction, Georgescu-Roegen, ‘Pure 
Theory’’, pp. 553, 556. (See also J. R. Hicks, Value and Capital, 2nd edition, p. 25.) In this 
latter work, however, Hicks assumed integrability throughout. Later, Hicks presented it 
as the “ultimate generalization of demand” law. Jbid., pp. 51-2, 329. Also Samuelson, 
Foundations of Economic Analysis, p. 109. 

46 There is no doubt that Pareto adopted this interpretation in Encyclopédie, p. 609, 
although in the Manuel he carefully avoids this error (e.g., pp. 542, 547-8). 

'* Georgescu-Roeger, ‘‘Pure Theory,”’ pp. 567-8; also Section IV. 
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(a) The “integral curves” do not necessarily represent indifference varieties—unless 
transitivity is assumed. Hence, integrability is a necessary but not a sufficient 
condition for a theory of choice in the Fisher-Pareto-Frisch sense, even though it 
may allow the construction of an analytical ophelimity index.” 

(b) The equilibrium position is a point of relative saturation.” 


At that time I overlooked a very important point which has since remained 
unnoticed. If integrability is denied to (1), then we have to reject not only tran- 
sitivity but choice in the large as well. Choice in the Fisher-Pareto-Frisch sense, 
i.e., between any two combinations X' and X? no longer exists. In their sense, 
man’s choice is similar to that of a bird which selects between two distant al- 
ternatives. The Fisher-Allen” rationale, where choice is possible only between 
X' and X' + dX', depicts man’s choice as similar to that of a worm who at each 
moment selects the direction of its journey by comparing only infinitesimally 
close situations. In the latter case, however, the principle of persisting non- 
preference direction can no longer suffice to explain equilibrium. Indeed, without 
additional assumptions, it is possible that the individual may always move in a 
preferred, yet wrong, direction, i.e., away from the equilibrium position. This is 
illustrated by the path ABC --- L in Fig. la.” 


2. Before proceeding further, some familiar concepts have to be made more 
precise. 

A preference, an anti-preference or an indifference direction, denoted by 
AB*t, AB~, AB respectively, means that, if the individual were at A, he would 
favor, would reject, or would regard as indifferent a move towards B. We shall 
also use A B* to denote a non-preference direction, i.e., either AB~- or AB*. The 
basic assumptions of a Fisher-Allen theory of the consumer may now be stated 
as follows: 

(A) The direction dX is one of preference, of non-preference or of anti-preference 
depending upon whether 


(5) L= > ¢dz >, =, or < 0." 


(B) The functions » in (5) are continuous. 
(C) An anti-preference direction extended to an infinitesimally close point remains 
one of anti-preference whereas a limiting direction becomes a non-preference one. 


" Ibid., pp. 562, 565, 566. That ‘‘transitivity’”’ in the revealed preference sense also re- 
quires integrability was pointed out recently by Mr. Houthakker, ‘‘Revealed Preference 
and Utility Function,” Economica, 1950 (XVII), pp. 173-4. 

§ Thid., pp. 563. 

” Fisher considered this possibility too, op. cit., p. 88. 

* This represents the budget plane; S is the equilibrium position. 

™" The directions for which L = 0 may be referred to as limiting directions and denoted 
by AB'. 
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(c) 


In other words, 

(6) If >> yAx = or < 0, then >> ( + Ay) Ax < or < 0." 
From this we also obtain 

(7) If >> vAz > 0, then > (vy + dy) Ax > 0, 
provided that, in each case, | AX | is sufficiently small. 


Postulate C is the principle of persisting non-preference; from this we can 


easily prove that 
(i) If AB-, then BA* and if AB, then either BA® or BA*™ 


*? The above postulates differ slightly from the conditions used in ‘‘Pure Theory,’’ pp. 


551-3, 556. 
% The possibility of simultaneously having AB~ and BA* is thus excluded. Infra, (10). 
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It can hardly be overemphasized that to assert the converse of (i), i.e., that 
BA* implies either AB~- or A B® would be an error. However, 

(ii) 1f AB*, then BA~ provided that B is sufficiently close to A. 

Therefore, on any straight line there is at most one single closed interval AB 
such that both directions away from any point on AB are of non-preference. 

We already mentioned that if all directions away from S are non-preferred, 
then S is an absolute saturation point. If all directions away from S to any 
alternative of a set (X)—such as that determined by fixed income and constant 
price—are non-preferred, then S is a point of saturation relative to (X), and will 
satisfy 


(8) ¥ (x — z) > 


or, in other words, SX", for all X of (X). According to (i), we also have that 
either X S° or X St, hence 


(9) Dd o(z — 2") < 


It can be further proved that 
(iii) The set formed by the alternatives available with a fixed income and constant 
prices has a saturation point. 

(iv) Any convex set of alternatives has at least one saturation point.” 

It follows that we always have at least one absolute saturation point. It is 
natural to assume that the origin of the commodity-coordinates is not a satura- 
tion point. Then (9) generalizes the usual condition that X' is preferred to X? 
if all z' > 2z* (but not all z' = 2z*).” 

In order to offer an explanation for the equilibrium of the consumer one may 
introduce at this point the additional postulate: 

(D) Out of a set of alternatives, the consumer always selects the relative saturation 
point, if i exists. 

But why should he, if his choice is assimilated to that of a worm? Assuming 
that he is “attracted” in some way by the saturation point, would simply mean 
that he is endowed with some homing-pigeon instinct also. It is this point which 
renders the Fisher-Allen approach unsatisfactory as a consumer theory. This can 
be better illustrated by the fact that even if the attraction of homo oeconomicus 
to the saturation point is accepted as an additional hypothesis, he still may not 
always be able to choose between any two commodities. 


™ Georgescu-Roegen, ‘Pure Theory,” p. 558. As shown there the saturation points form 


a convex set. 

* Fisher, op. cit., pp. 74, 88 and Allen, op. cit., pp. 218-9 related the saturation point toa 
similar property. 

** See Mathematical Note at the end of the paper. 

* Cf, ‘Pure Theory,” p. 557n. Also 1.M.D. Little, A Critique of Welfare Economics, p. 


33, Axiom I. 
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The result of the comparison between two combinations, A and B, can lead 
only to three distinct relationships: 


(a) AB*, BA* denoted by AsnB 
(b) AB®, BA® denoted by AsiB 
(ec) AB+, BA*® denoted by BspA 
(d) BA*+, AB* denoted by AspB 


AspB means that A is “s-preferred” to B because it is the only saturation 
point of A and B; if AsiB, the choice between A and B is “s-indifferent’’; if 
AsnB, there is no choice. 

The preceding analysis puts “the non-integrability case’’ into an entirely new 
perspective. In the past, this case has been viewed rather from personal affini- 
ties.» Now, it appears clear that there are strong reasons for regarding non- 
integrability as unsatisfactory, if not unacceptable. 


(10) 


3. The theory which places the equilibrium at the saturation point has a per- 
fect structural similarity to Samuelson’s revealed preference. Indeed, if the sat- 
uration points are beyond the means of the consumer, (9) is obviously fulfilled, 
while (8) is his Postulate III,” alias his Weak Axiom.” The fact that X “is 
revealed to be preferred to Y,” or that XrY, implies XspY. The addition of 
(D) to (10) makes the two schemes equivalent. Therefore, whatever the faults 
of the non-integrability case might be, they will be present also in revealed prefer- 
ence. Recently, Samuelson admits that he has always been aware of the imper- 


fections of his theory" and he rightly salutes Houthakker’s important contri- 
bution in the form of the Strong Axiom.” 
The Samuelson-Houthakker Axiom is that 


(11) If ArB, BrC, ---- MrN, then NFA® 


28 Cf. Samuelson, “‘A Note,’’ p. 68; Hicks, op. cit., p. 19n. 

29 “A Note,’’ p. 65. The transparence of this postulate presented as the irreversibility of 
the revealed preference does not seem to be as immediate as Samuelson claims. In Founda- 
tions, p. 110, he justifies it on the basis of the impossibility of reversing the numerical 
inequality of ophelimity. This would, however, deprive the revealed preference of its use- 
fulness as an independent analytical tool. Incidentally, the pesition in the Addendum to 
the ‘‘Note,’’ where he discards as redundant his Postulate I—equivalent to (4) above—is in- 
correct. (See also Foundations, p. 111.) If (4) is not postulated, one cannot use (1) without 
repeating Pareto’s second error. . 

© “Problem of Integrability,’’ p. 379. 

* Tbid. There are other indications of this. In the Foundations, p. 109 et passim, for in- 
stance, Samuelson leans simultaneously on ophelimity. There are exlso the remarks on pp. 
151-2, which touch the very core of the matter and which, if further explored, might 
have led him to the solution of the problem. However, the impossibility of explaining 
why the saturation point is actually reached in the non-integrability case has not been 
pointed out. 

* H. 8. Houthakker, ‘‘Revealed Preference,’’ p. 163. 

* Samuelson, ‘‘Problem of Integrability,’’ p. 370. Here 7 stands for the negation of r. 
This extends the chain of combinations from three, in Samuelson’s initial postulate, to any 
finite number. 





126 NICHOLAS GEORGESCU-ROEGEN 


or, in terms of the saturation principle: 
(12) If ApB, BpC, --- MpN then NapA. 


Here p stands for “either sp or si,’’ but not every time for si. 

As pointed out by Samuelson“ and recognized by Houthakker® these rela- 
tions do not represent true transitivity. But in the ultimate analysis, this con- 
struction reduces to a very simple principle which brings the essence of the 
“conswtency assumption” to the surface. This principle is worded exactly as 
Samuelson’s initial Postulate III: 

(E) If A is preferred to B, B can never be preferred to A, i.e., if APB, then BPA. 

In this postulate, P = “preferred” is defined as a sequence of p’s as in (12): 


(13) APB if ApL, LpM, «+ NpB 


or, in other words, that one can go from B to A following always a preferred or 
an indifferent direction. 
It is obvious that 


(14) If APB, BPC, then APC 
which brings us back to full transitivity.” 


A relationship between the above construction and the integrability condi- 
tion has been established rather hurriedly. In fact, as already pointed out,” 


integrability is not as important for consumer theory as the concept of a poten- 
tial.” Indeed, the preceding construction leads to something which is more than 
mere integrability but less than the existence of a potential. 


™ Foundations, p. 152. 

* Op. cit., p. 163. 

** Superficially, this condition reads exactly as that introduced by Mr. Little in his ‘A 
Reformulation of the Theory of Consumer’s Behavior,”’ Ozford Economic Papers, I (1949), 
pp. 90-09, reproduced with corrections in A Critique, ch. ii and Appendix. Although very in- 
spiring, Little’s analysis contains many inaccuracies. His Axiom II (ibid., p. 33) is incorrect, 
as Samuelson had pointed out in advance, Foundations, p. 151 (74). Had Little arrived at 
the correct formulation, such as that behind (14), he would have arrived at the solution of 
the puzzle of revealed preference before Houthakker. The fact that Little’s analysis was 
confined to two commodities would not have been an obstacle. As is argued throughout this 
paper, the puzzle exists in the two-commodities case also. The importance of Houthakker’s 
contribution does not lie in his use of a three-dimensional illustration, but in his Strong 
Axiom. 

One should also remark that Little’s Axiom III cannot be true for combinations which do 
not include all commodities. Since this type of combination is the most frequent in reality, 
the objection cannot be ignored. Furthermore, Little seems to regard the weak axiom as a 
mere tautology and, accordingly, does not state it explicitly; nevertheless, he makes use of 
it in a footnote on p. 36. Clearly, in this note he does not prove what he intends. 

" “Pure Theory,” Section III. 

** It is because of this that I cannot agree with Samuelson and Houthakker who—along 
with Pareto, Encyclopédie, p. 550—think that the case of two commodities cannot raise 
any difficulty. Samuelson, ‘Problem of Integrability,’”’ pp. 360, 380; Houthakker, op. cit., 
p. 172. 
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Fie. 2 


4. Let L and M be any two points such that LPK, MPK. On the segment LM 
there is a relative saturation point S. For any point N of the segment LS, NL"; 
for any point Q of MS, QM*. Therefore, any point on LM is preferred to K. 
This simple remark leads to the important result that 
(v) The set (K) of all combinations R, such that RPK, is convex™ (Fig. 2). 

Because of (E), the boundary of (K), denoted by b(K), contains K. This il- 
lustrates how (E) works: without it, the entire space may be in the relation P to K. 
Moreover, 

(vi) The hyperplane m , » ¢*(x* — x) = 0, is a supporting plane of (K)” (Fig. 
2). 

Other important properties of (K) can easily be proved. 

(vii) If L belongs to b(K), then #, , >. ¢(z' — x) = 0, is a supporting plane of 
(K). 

If (vii) were not true, then there would be a point M = L + dL, interior to 
(K), not belonging to x, , and such that LM~-. But then, LPK (Fig. 2). Now, if 


** If (K) consists only of K, it is a saturation point. 

‘° A supporting plane of a convex set is a plane having at least one point in common with 
the set and containing no interior point of the set. It is a generalization of a tangent 
plane. 
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N on ML is sufficiently close to L, we would have LN* and, therefore, NPK, 
which is impossible.“ 

From this it follows that 
(viii) The b(K)’s are integral varieties of (1). 

And further, 

(ix) If K’ is an interior point of (K), then (K") C (K). 

Indeed (K’) cannot contain a point K” exterior to (K), because from K” PK’, 
K'PK, it would follow K” PK.“ 

The relationship between (K) and (K’) is no longer as simple as this, if K’ 
does not belong to (K). Clearly, both (K’) and (K) must contain the set of sat- 
uration points. As this set is not empty, (iv), (K) and (K’) are not disjoint. If 
neither set contains the other, b(K) and b(K’) must have some common points 
at which these two varieties must have the same “tangent” plane (Fig. 1b). 

Thus, it appears that the integral varieties b(K) although they have many 
properties in common with the indifference varieties, cannot possibly be related 
to the latter in any truly significant way. There are many aspects in which the 
structure of Fig. 1b differs from that of classical indifference varieties. In the 
first place, not all combinations can be compared one with another. This is the case 
of A and B, in Fig. 1b. There is no path connecting them and going always in a 
non-preferred direction. The scale of preferences does not necessarily form a 
chain; it may simply be a tree.“ Nevertheless, and this is the most important fact, 
a scheme such as that in Fig. 1b, offers a complete explanation of why the consumer 
reaches the equilibrium point, even though his choice is concerned with infinitesimally 
close situations only. For this, we require more than integrability but less than 
the existence of a potential. 

The order structure of consumer’s choice cannot be made simpler than this 
without introducing some additional assumptions. In order to avoid intersecting 
integral varieties, for instance, one has to assume that (1) has no singular points 
other than those of absolute saturation.“ 

Then, 

(x) Lf K’ is an exterior point of (K), then (K) C (K’) 
with the consequence that 

(xi) lf K’ belongs to b(K), then (K) = (K’). 

“| ZL itself is not necessarily preferred or indifferent to K. This analytical aspect of the 
problem was pointed out by Samuelson, Foundations, p. 152, but Little provided the actual 
model for it, ef. ‘‘Reformulation.” 

* However, 6(K) and 6(K’) may have points in common, such as L in Fig. 2; but there, 
they would have the same ‘‘tangent”’ plane. 

“ Cf. Garret Birkhoff, Lattice Theory, (Revised Edition), pp. 31, 47. In fact, the only re- 
striction to be imposed on preferences in addition to their forming a partly ordered set is 
that they possess a greatest element (ibid., p. 7). 

“ Little alone pointed out the necessity of imposing some analytical conditions on the 
¢’s in order to secure non-intersecting integral varieties. Cf. A Critique, p. 35. However, 
asouming that the integral varieties do not interesect without offering some supporting 
evidence is a purely analytical feat without relevance to reality. In a paper read at the 
meeting of the Econometric Society in September 1953, I argued that there are good reasons 
for introducing the contrary assumption: that integral varieties do meet. This assumption 
is not, as it may seem prima facie, incompatible with the chain structure of preferences. 
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The (K)’s form a sequence of nested sets, as in Fig. lc. An index of market- 
behavior, ¢(K), can be constructed analytically so that 


(15) If p(K) > ¢(K’), then KPK’. 


However, this is not an index of ophelimity because ¢(K) = ¢(K’) does not 
necessarily imply that K is indifferent to K’, not even that they are comparable. 

This not only completes the proof of the mechanism by which Samuelson 
thought a preference field could be constructed from market data, but it also 
sets off the salient implications of the argument. The most important finding— 
which deserves emphasis—is that actual market behavior, contrary to what one 
might have thought, does not require even that all alternatives be comparable.” 


5. Finally, I wish to point out a different way of looking at the relation be- 
tween the theory of choice and that of revealed preference. Instead of letting the 
income vary, as Samuelson does, one may consider the income equal to unity, 
by writing any budget equation under the form zp, + yp, = 1. The individual 
choices can then be described as concerning price constellations (p, , py), in- 
stead of combinations (z, y). The problem would be thus transferred into price- 
space, where we could introduce the usual axioms, similar to those used in the 
theory of choice. Passing from one scheme to another is achieved by a simplified 
form of (4), X = F{I = 1; P), or by p; = ¢:/ >> re. 

The two pictures—the theory of choice in the commodity-space and the theory 
of revealed preference in the price. space—are the dual formulation of the same 
structure. The first looks at the ind fference curve as the loci of a moving point, 
the second, as the envelope of its tang nts. This perfect symmetry is shown plainly 
in the Hicks-Samuelson general law of demand: }> ApAzr < 0.” 

The decision as to which one to us as the cornerstone of the theory of value 
seems to be almost a matter of personal taste. While the theory of revealed prefer- 
ence has not yet fulfilled the claims of its initiator, namely, to derive the prefer- 
ence structure from actual market data, it inspired fruitful research which finally 
showed how little of the rationale of classical theory of choice is reflected by the 
market behavior. The theory of choice seems, however, more transparent and 
easier to manipulate: it is easier to talk of a circle in terms of its points than of its 
tangents. 


MATHEMA' ‘ICAL NOTE 


From the principle of persisting ron-preference, it follows that any one- 
dimensional simplex, i.e., any segment AB, possesses at least one saturation 
point. Let us consider now a two-dimensional simplex, ABC. Let C, be on AB, 
B, on AC, such that B,C; be parallel to BC. Let S be the saturation point of 


“6 Cf. Nicholas Georgescu-Roegen, ‘‘Choice, Expectations and Measurability,’’ Quarterly 
Journal of Economics, November, 1954. 

** In, “Compensated Changes in Quantities and Qualities Consumed,’’ Review of Eco- 
nomic Studies, XIX (1952), p. 3, Houthakker introduces the terms “‘direct”’ and “‘indirect”’ 
utility to denote ¢ and F(I; P), respectively. 

*’ Samuelson, ‘“‘A Note,’’ p. 68; Hicks, Value and Capital, p. 329. 
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B,C, and let [8] be the set of all S’s when B,C, varies remaining parallel to BC. 
Let [A] be the set of all points D belonging to ABC such that DA". If [S] and 
b[A] have only point A in common, it means that for the points belonging to 
[S] either all SA* or, all SA~. In the first case A, in the second, the saturation 
point of BC is the saturation point of ABC. If [S] and b[ A] have other points in 
common, besides A, they are saturation points. 

The passage to an n-dimensional simplex can now be easily obtained by com- 
plete induction. 

Furthermore, the principle of persisting non-preference being preserved by a 
conical projection, we can project the positive closed orthant into a simplex and 
thus arrive at the result that there is always at least one absolute saturation point. 

The proof of (iv) is easily obtained by using the above result in a triangula- 
tion of any convex set. 





INSTITUTIONAL ECONOMICS AS SEEN BY AN 
INSTITUTIONAL ECONOMIST" 


EDWIN E. WITTE 
University of Wisconsin 

I can best present my ideas about the nature and values of institutional eco- 
nomics by giving a brief account of how I became an institutional economist. 
Like most others, I am largely a product of my training and experience. Most 
of my ideas on economics date from my graduate student days and my earliest 
experiences in governmental service. 

The econemist who most influenced my thinking was John R. Commons. I 
came to economics and to Commons late in the period of my formal education. 
As an undergraduate and in the first two years of graduate work, I majored in 
history. I shifted to economics because my major professor, Frederick Jackson 
Turner, who first stressed the importance of the frontier in American history, left 
Wisconsin and told me that the best historian among many good historians on 
our campus was John R. Commons, although he was attached to the economics 
department. I had discovered Commons earlier through student debating, which 
was the center of my interests as an undergraduate. With Turner gone, I took 
his advice and shifted to economics and to Commons. 

I have never regretted doing so, although history and biography have ever 
remained my pastime reading. I had courses with other distinguished economists 
and learned enough economic theory to pass the Ph.D. examination. But it was 
principally from Commons that I got the ideas I am expounding in this article. 
I got these ideas not from what Commons said in class or from his writings, but 
from working with him on the practical problems in which he was then interested. 

Commons at that time was formulating the forward looking protective labor 
legislation which brought great fame to Wisconsin forty years ago: the industrial 
commission act, workmens’ compensation, and improved child labor law, a 
women’s hours of labor law, a minimum wage act, the first modern apprenticeship 
law, and the present type of industrial safety legislation. He had all of his grad- 
uate students work on some aspect of these problems. Ever modest and always 
giving credit to his students even for ideas which really came from him, he in- 
spired his students to work on the practical problems assigned to them with a 
devotion and intensity they did not develop in any other courses. They sought 
answers and were guided to seek facts having bearing on the subject wherever 
they might be found, regardless of academic disciplines. 

In the last quarter century of his life, Commons tried to pull together into a 
comprehensive, systematic body of economic thought the theoretical ideas he 

! This article is adapted from an address at the meeting of the Central New York Eco- 
nomics Conference at Wells College, Aurora, N. Y., November 21, 1953. 
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developed out of the work he did on practical public policy problems.’ I vaguely 
recall that even then he was beginning to formulate his theoretical economic 
ideas. They were lost upon me. I confess that I have had the same difficulty in 
following Commons’ terminology and some of his reasoning which so many 
students of his later theoretical writings have experienced. But new to economics 
as I was, I grasped something of Commons’ philosophy of economics in action, 
which seems to me to be central in institutional economics. 

After one year of classroom work with Commons, I got my first job in public 
employment. This came about because Commons was named a member of the 
first Industrial Commission of Wisconsin. Like several others of his students, I 
entered the employ of the Industrial Commission, after qualifying through a 
civil service examination. My first assignment was a field study to find out why 
many employers were rejecting workmen’s compensation. That was the first step 
in the enactment of the first state law regulating workmen’s compensation insur- 
ance. Later, when President Wilson appointed Commons a member of the In- 
dustrial Relations Commission of 1914-1915, I again went with him, and made 
a field study of the use of injunctions in labor disputes. I cite these studies, not 
because my reports were very important or influential, but because they illustrate 
the sort of economic policy questions with which I have had to deal all my life. 

After that, I had one more year of graduate study, during which I was Com- 
mons’ teaching assistant. In the forty years since then, I have always been a 
public employee, half the time in the state or national government service in 


policy-making positions,’ the other half as a professor and administrator in a 
state university. Quite often I have carried on both types of governmental serv- 
ice simultaneously—as do many other economists. That has been my life, and 
in everything that I have done I have found the institutional approach to 
economics that I got from John R. Commons in my formative years to be in- 
valuable. 


WHAT IS INSTITUTIONAL ECONOMICS? 


Institutional economics is often regarded as a school or would-be school of 
economic thought, competitive with such other schools of economic thought as 
the classical school, the historical school, the Austrian school, the neo-classists, 
the Keynesians, the Marxists, and still others. Looked upon in this light, I think, 
there is a good deal of merit in the criticism that there is no such thing as insti- 
tutional economics. Some of the best known economists classified as institutional 


* Commons’ major books dealing with economic theory, all published in New York by 
Macmillan, were The Legal Foundations of Capitalism (1924), Institutional Economics 
(1935), and Economics in Action (1950, posthumous). 

* Among the governmental positions the author has held were those of Secretary of the 
Industrial Commission of Wisconsin, 1917-1922; Chief, Wisconsin Legislative Reference 
Service, 1922-1933; Executive Director, U. 8. Commission on Economic Security, 1934-1935 
(which sponsored the Social Security Act of the United States); Member, Wisconsin State 
Planning Board, 1935-1938; Member, Wisconsin Labor Relations Board, 1937-1939; Chair- 
man, Detroit Regional War Labor Board, 1943-1944; Public Member, National War Labor 
Board, 1944-1945; Member, Atomic Energy Labor Relations Panel, 1948-1953. 
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economists made major contributions in what all economic theorists regard as 
the domain of economics, But none of them, nor all of them combined, have 
developed anything like a complete, self-contained, independent theory of the 
price mechanism or the functioning of the economic system. 

Institutional economics, as I conceive it, is not so much a connected body of 
economic thought as a method of approaching economic problems. This method 
is what might be called a practical problems approach. Institutional economists 
are not so much concerned with the explanation of all economic phenomena as 
with the solution of particular economic problems of immediate significance. John 
R. Commons studied labor problems to find out what was the best way for deal- 
ing with industrial conflict, with child labor, industrial accidents, sweat shop 
wages, and many similar questions. Wesley Mitchell studied the business cycle, 
not only to fit this phenomenon into the general body of economic theory or even 
merely to understand the cycle, but to learn what might be done to minimize the 
effects of its fluctuations. It is the practical problems approach which above all 
others characterizes institutional economics. It is a method of studying economic 
phenomeng rather than a connected body of thought expressing the “timeless 
and placeless laws’ which govern what Frank Knight has referred to as “the 
economic calculus of individual preference.’’ 

In studying economic policy problems, which has always been their great 
interest, rather than “‘the equilibrium of individualism” and the “science of the 
price mechanism”’—again using some of Frank Knight’s revealing characteriza- 
tions of orthodox economics—the institutional economists have never confined 
themselves to economic theory. They have freely disregarded the lines of division 
between the several academic disciplines. They are concerned with the correct 
answers to public policy questions and not solely with what economic theory 
may contribute to these answers. In seeking solutions of practical problems, they 
try to give consideration to all aspects of these problems: economic (in the ortho- 
dox use of that term), social, psychological, historical, legal, political, administra- 
tive, and even technical. Although they cannot be expert in all of these, they find 
it necessary to try to understand all of the aspects which enter into a particular 
situation or problem with which they are concerned. 

The practical problems approach which the institutional economists adopt 
has led them to regard economics as something broader than Boulding’s “a 
discipline of logic which may be applied to the interpretation of all economic 
problems, past or present.’’® All economic policy questions are within the scope 


* The clauses credited to Professor Knight are taken from his Presidential Address at the 
meeting of the American Economic Association in 1950, ‘‘The Role of Principles in Eco- 
nomics and Politics,’’ American Economic Review, March 1951. While holding the view that 
economics has a broader scope than Professor Knight believes, the author desires to repeat 
the tribute he expressed in presiding at a meeting on institutional economics at the 1950 
convention of the American Economic Association. While Professor Knight is, perhaps, the 
most orthodox of orthodox economists, he gave more opportunity in the convention pro- 
gram for which he was responsible to institutional economists to present their views than 
had been accorded them for many years. 

°K. E. Boulding, Economic Analysis, New York, 1948, p. 8. 
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of economics, and the institutionalists hold that they must be considered in their 
totality. 

Institutional economists are not concerned solely with what many other 
economists call “economic motives’”—the quest for gain, the profit motive, or 
the maximizing of something or other. Whatever leads men to act in economic 
matters as they do is within their scope of interest. To the institutional econo- 
mists, economic man is pretty much fiction; but the social or whole man is reality 
and the center of all economic activity and its purpose. Non-economic motives 
are to them not merely factors interfering with the operation of economic laws, 
but an essential part of the total situation which must be taken into consideration 
in arriving at a true explanation of economic life and the laws which govern its 
functioning. 

And the institutionalists do not regard economic laws to be timeless and place- 
less. As they deal with public policy questions, they seek not universal natural 
laws but solutions applicable to a particular time, place, and situation. The early 
American institutionalists were heavily indebted to economists of the German 
historical school, who were the teachers of many of them. These first American 
institutionalists—Ely, Patten, Seligman, James and stil! others of that generation 
—who incidentally were the founders of the American Economic Association— 
studied economics in Germany in the late eighteen seventies and early eighteen 
eighties and had as their teachers some of the most distinguished of German his- 
torical economists. Probably through this contact, the early American institu- 
tionalists came to appreciate that what is a sound economic policy in one situa- 
tion will not do in another. That has been a characteristic of the approach of the 
institutionalists to economic problems ever since. Far more than orthodox econo- 
mists, the institutionalists have been interested in the development of economic 
policies and in economic change. As Bushrod Allin expressed this aspect of 
institutional economics in his thought-provoking article, ‘‘Is Group Choice a Part 
of Economics’’* (which I commend to all who would like to get a clearer grasp of 
institutional economics), ‘‘economic events of the present have meaning only in 
the light of the known past and the expected future.” 

An equally if not even more basic characteristic of the institutionalists’ ap- 
proach to economics is their interest in the institutional background of the time, 
place, and situation. Institutiona! economists have not gone along with the view 
expressed in a leading elementary textbook: ‘economics assumes technology 
and institutions and leaves the problem of income distribution to the statesman.’” 
To find the solution of economic policy problems, the institutional set-up must 
be understood. Institutions cannot be taken for granted, as they are man-made 
and changeable. Changes in the working rules are possible and occur frequently, 
although normally only slowly. Institutional economists believe that, for the 


* Bushrod Allin, ‘‘Is Group Choice a Part of Economics?” in Quarterly Journal of Eco- 
nomics, LX VII, pp. 362-379. Another recent thought-provoking article written from an 
institutional point of view is Roy Blough, The Role of the Economist in Federal Policy Mak- 
ing (Urbana, Ill.: University of Illinois, the Institute of Government and Public Affairs). 

™P. A. Samuelson, Economics (New York, 1951), pp. 14-15. 
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correct interpretations of different economies and developments, account needs 
to be taken of the diverse and changing institutions. In seeking solutions of the 
economic policy questions which interest them, they do not rule out the possi- 
bility of changes in institutions. As Bushrod Allin observes in his fine article, it 
is astonishing that at a time when the natural sciences have gone beyond seeking 
the automatic laws of nature to the purposeful control of nature (he cites the 
development of hybrid corn from the original wild plant, Indian maize, as an 
example), so many theoretical economists, in their quest for the certainty of the 
natural sciences, see nothing for them to do but to find out what are the auto- 
matic laws which govern all economic phenomena. Theoretical economists using 
the model building approach either consider only a static situation or one in 
which only a limited number of variations can be introduced. In contrast, the 
institutional economists in dealing with economic policy problems must take 
account of all factors in our dynamic society and must not lose sight of the fact 
that changes are possible in just about every factor. 

Institutional economics has often been attacked by advocates of the orthodox 
approach as being only descriptive, not analytical. It is true that the institutional 
economists have always been very much concerned with the discovery and pres- 
entation of facts. Institutionalists have a great regard for statistics and field 
studies. To them all economic laws rest upon facts, not assumptions—all the 
facts, and not merely those which their critics term “‘strictly economic facts.” 

In arriving at conclusions, institutional economists have generally relied upon 
induction rather than deduction. They reason and develop theories—although 
they do not have a general theory which answers all economic questions. But in 
theorizing, they concern themselves with facts, not models. They do not construct 
an economic man, but are concerned with what real men do and think. John R. 
Commons constantly told his students: “Go out and observe, as well as read and 
think. Find out what are the facts and all the pertinent facts, and then reach 
conclusions on the basis of the facts.’’ Institutional economists have relied far 
more on direct observations than model building and have not been content to 
make of economics an exercise in logic. 

All or most of the institutional economists have been pragmatists, studying 
facts, not for their own sake, but to solve problems and to make this a better 
world to live in. I do not want to be understood as claiming that orthodox 
economic theorists have not had the same objective. Most major advances in 
economic theory have come as a by-product of intensive study of practical 
economic problems with a view toward their solution. There have been reformers 
among orthodox economists, as well as among the institutionalists. But the 
followers of most orthodox schools of economics should also recognize that the 
institutionalists have not been satisfied with finding facts and describing situa- 
tions, although they have placed great store in discovering the facts and in accu- 
rate descriptions. They have been most purposeful in all their studies and have 
ever sought improvement and advancement, no less than economists of other 
schools and far more than many of their critics. 

Concluding my attempt to give you my concept of institutional economics, 
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let me deal briefly with the most distinctive feature of the body of economic 
thought developed by my mentor, John R. Commons. Other institutional 
economists, ne’ .bly Veblen, had something of the same view, as, I believe, have 
all present day economists who call themselves institutionalists. 

This is the emphasis upon the associational aspects of the present day American 
economy and, to a lesser extent, of all western economies. Commons, like the 
English founding fathers, regarded his field of study to be “political economy,” 
not an “economics’’ which has little, if any, relation to government. He, like all 
institutionalists, was not primarily interested in the economies of the firm and 
the maximizing of private profits. His interests centered in public policy ques- 
tions, in which government often has a large role. But he assigned an even more 
important place to voluntary associations. He recognized that governmental 
actions are to a very large extent determined by the pressures and interactions 
of our many voluntary associations. He often called this ‘collective bargaining,” 
using this term in a far broader meaning than the negotiation, conclusion, and 
living under labor-management agreements. 

Man, while an individual being, is also a gregarious creature. Americans with 
all their individualism have always demonstrated great capacity for tackling 
economic problems in association with their fellows. This feature of the American 
way of life was noted as early as the eighteen thirties by de Toqueville in his 
Democracy in America*—the first book on the American way of life written by 
a European visitor which attracted world wide attention. Most pioneer settle- 
ments were associational in character and it was on the frontier that there was 
developed the concept of a government one of whose primary functions is to help 
people in their economic activities—‘‘e 4. ernment of the people, by the people, 
and for the people,” as expressed by the greatest of all Americans, Abraham 
Lincoln—a product of the frontier. And what was true of the pioneer days is even 
more true today. This is the age of the ever increasing governmental participa- 
tion in economic life, of the corporations, the trade unions, the cooperatives, the 
trade associations, the employers’ associations, the associations of commerce, 
the farmers’ organizations, the many professional associations, and numerous 
other organizations primarily serving economic purposes and profoundly affect- 
ing economic life. This is also the age of group patterns of thinking and action. 
Nowhere else are associations, democratically organized, so important as in in- 
dividualistic America. In fact, one of the basic differences between totalitarianism 
and democracy has lain in their attitudes toward private associations. Totalitar- 
ianism, whether of the communist or fascist brand, has always suppressed the 
free trade unions and made all other associations subservient to the state. In 
contrast, freedom of associations is one of the cornerstones of democracy. Never 
have associations and group action been so important as they are today in all 
western nations, particularly the United States. 

To institutionalists who look upon Commons as their mentor, group action 
looms larger than individual action in the present day economy. In contrast, 


* Alexis de Tocqueville, De la Democratie en Amerique. Translated by Henry Reeve 
(New York, 1898). 
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many orthodox economists deal primarily with “the calculus of individual pref- 
erences” and treat associational action as but an interference with the operation 
of the natural economic laws. While it is recognized that there are corporations, 
their great importance in the present day economy is obscured by treating them 
as firms not essentially different from individual entrepreneurs. And the trade 
unions are regarded as being at one and the same time powerful, dangerous, and 
impotent organizations. Such treatment of the associational aspects of our 
economy seemed unreal to Commons and represents the principal criticism which 
the present day institutional economists direct against the economics taught in 
most economic theory courses. 


VALUES AND POSSIBILITIES IN INSTITUTIONAL ECONOMICS 


Coming now to an appraisal! of institutional economics, it is very clear that the 
institutional economists have not to date developed a complete body of economic 
theory which incorporates the dominant importance of associations in the econ- 
omy of the United States or the non-economic facts and motives which influence 
economic decisions. Such a general theory may or may not be developed in the 
future. 

Institutional economists, however, have only made major contributions towards 
a better understanding of particular aspects of the present day economy and the 
American way of life. Who will gainsay the contributions of Wesley Mitchell to 
the theory of the business cycle, or challenge the importance of the many insights 
into industrial relations supplied by the pioneer work of John R. Commons, or the 
acuteness of Thorstein Veblen’s analysis of non-economic motives which enter 
into economic decisions? Coming to a still living institutional economist, the 
theory of the labor movement advanced by my colleague, Selig Perlman, has such 
vitality that after twenty-five years it is still the principal subject of discussion 
among academic students of labor. To institutionalists belongs much of the 
credit for the development of statistics as a part of the standard equipment of 
most economists. Institutionalists have made great contributions in such widely 
ranging fields as economic history, agricultural and land economics, public 
finance, public utilities, labor economics, industrial evolution and many others 
—which, if not considered economics by some devotees of abstract economic 
theory, are certainly taught today as economics in most American universities. 

Very certain is it that economics has profited immensely from the emphasis 
the institutionalists have given to the gathering of facts. There are economists 
who think we have all the facts we need for a true understanding of the economy 
and its functioning. But there is scarcely a branch of economics as taught in uni- 
versities in which major advances have not been made as more facts have become 
available. To use the fields of labor economics as an illustration, until the vast 
volume of statistics which has been developed in connection with social security 
and wage controls became available, it did not seem so unrealistic to assume that 
substantially all workers are employed full time and work all year long except 
in periods of depression, and that there is a single wage rate for a given class of 
labor in an area or community. The wealth of information which has become 
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available has proven both these assumptions to be false. Factual information of 
this character I believe to be a first step toward the development of sounder 
economic theories than we now have which, all too often, are based on logical 
reasoning from false assumptions. 

Coming to another aspect of the contributions made to date by institutional 
economics, I do not claim that it has been the key which has opened an increasing 
number of positions to economists in government and business and also a few 
positions in labor. But it is my view that economists, to whatever school they 
belong, make extensive use of the approaches of institutional economics in such 
employments, and in most of the work they do make little use of abstract eco- 
nomic theory. This is particularly true in policy-making positions or as advisers 
to policy-makers, as distinguished from the preparation of research reports which 
are scarcely read by anyone. 

Aside from the use made of the approaches of institutional economics in work 
done by economists in the employ of government, industry and labor, it is my 
observation that economists, to whatever school they may belong, practically 
always go beyond economic theory in nearly all work they do on practical public 
policy questions. Institutional economics is not, generally, the economics of the 
classroom, but is the economics of substantially all economists when they tackle 
practical issues. 

There is at present a vogue for interdisciplinary research bringing together 
social scientists from many academic disciplines to work on practical problems 
each from the point of view of his specialization. The great foundations increas- 
ingly subsidize only such interdisciplinary research. I do not claim that such an 
interdisciplinary approach to social problems is valueless. Though it is very time- 
consuming, I do not doubt that there is real value in getting social scientists of 
different disciplines to understand each other. But to date interdisciplinary 
research has not produced any very startling or even many productive results. 

While not taking the position that the large expenditures now being made for 
interdisciplinary research represent money not put to the best possible use, it is 
clear that most study of economic policy questions must still be made in a much 
less expensive manner. The economist «working on economic policy questions 
often must make use of knowledge in many fields in which he is not a specialist 
and cannot generally refer a part of his problem to colleagues from other dis- 
ciplines working with him. It is possible and profitable for the economist to con- 
sult specialists from other fields, but the decisions he comes to on policy problems 
generally must be his own and not those of a group with whom he works. And 
to be sound they must take into account more than abstract economic theory. 
The economist who works on practical public policy questions almost necessarily 
must be something of an institutional economist. 

Making such claims for institutional economics, I nevertheless believe that 
institutional economics to date has not realized its fullest possibilities. It is my 
hope that the approach of institutional economics—reliance upon facts and induc- 
tion and the utilization of information which economic theorists generally classify 
as non-economic—will result in better explanations of the economy and its 
functioning than we now have. 
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In expressing this hope, I want to leave no doubt that I do not condemn 
economic theory, economic theorists, or other schools of economic thought. I 
urge only that institutional economics be not ruled out as not being economics 
and that something more than abstract economic theory be included in our 
economics courses in colleges. 

As the chairman for many years of the economics department of a large uni- 
versity, which has an institutional economics tradition, I was instrumental in 
bringing in many orthodox economists, because it is my belief that the economics 
departments of major universities should have among them representatives of all 
the principal schools of economic thought. But I have become somewhat con- 
cerned about the ever-increasing emphasis on general economic theory and model 
building in nearly all economics courses. The situation seems to me to have 
become such that master’s degree candidates in applied fields have to devote so 
much time to general economic theory and its modern methods of expression 
that many of them have little time to learn much of anything else. Ph.D. candi- 
dates devote so much time to getting ready for the theory examinations that 
most of them do nothing on their theses until they have gone into teaching or 
other positions, with the result that many either never finish their theses or pro- 
duce only inferior studies. I most sincerely hope that the report on graduate study 
in economics made by my good friend Howard Bowen, formerly at Illinois and 
now at Williams, sponsored by the American Economic Association,’ will not 
result in even more concentration on economic theory in the training of graduate 
students. 

Most of all, I am concerned by the trend, manifested at many universities and 
in textbooks, to make the elementary economics courses for undergraduates 
almost pure theory courses and to heavily infuse abstract theory and models into 
the beginning courses in applied fields. Casual inquiries I have made at many 
institutions lead me to believe that the percentage of university students electing 
economics courses has decreased in recent years, as emphasis upon abstract 
theory has increased. I believe also that the low reputation in which economists 
are held by businessmen'® and the general public is due to their fondness for 
abstractions. In the present age of witch-hunting, it may make economists less 
liable to be falsely branded as communists, to write and speak in a language 


* Graduate Education in Economics, American Economic Review, XLIII, Pt. 2, Septem- 
ber 1953. 

'© The opinion which businessmen have of academic economists has been wel! expressed 
by Dexter M. Keezer, Vice President of the McGraw-Hill Publishing Company, a former 
professor of economics and college president, in an unpublished article, ‘‘Note on a Danger- 
ous Disrelish,”’ privately circulated in November 1953: 

“The businessman, in turn, tends to view the professor of economics as occupied 
primarily with obstruse irrelevancies or, when he ventures into the world of practical 
affairs, doing so with an irritating if not positively deleterious ignorance or disregard of 
crucial business relations.”’ 

Keezer adds the further comment: 

“A striking aspect of the fogginess of the communication between academic economists 
and businessmen is found in the fact that most businessmen who took a college course in 
economics can see virtually no connection between the contents of the course and the 
range of experience they encounter in the field of business.’’ 
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which no one understands, but this also operates to minimize their possibilities 
for influencing thought and action. To me the very scant knowledge or apprecia- 
tion of economic truth and facts retained in after life by our undergraduate 
students strongly suggests the need for trying new methods rather than more of 
the same. 

But I freely acknowledge that the weight of opinion among professional 
economists is against me and that I may be wrong. I do not ask that model build- 
ing be kept out of economics or that the abstract theorists or the mathematical 
economists be banned from the profession. Nor have I any thought of seriously 
challenging their dominance in the professional organizations and periodicals. I 
grant that they have added to economic knowledge and helped solve many eco- 
nomic problems. I do not take the view that they have nothing further to con- 
tribute. I would let thera pursue economic truths in their own way, even though 
I and, I believe, many others interested in economic problems may not under- 
stand them. 

A few years ago I was approached by members of the American Economic As- 
sociation who were interested in the formation of an Institutional Economic 
Association because they felt that they were being treated as outcasts. That was 
probably because I was the first President of the industrial Relations Research 
Association. While I felt and still believe that the latter organization, which seeks 
to bring together social scientists from all disciplines interested in industrial 
relations together with its practitioners in industry and labor, serves a most use- 
ful purpose, I am opposed to any separate organization of the institutional econo- 
mists. I want to keep the supporters of the institutional approach to economic 
problems among the economists, not as a group distinct from them. 

What I seek is tolerance of the heterodox practitioners among the economists. 
I also make a plea for the revival, on an experimental basis, of the sort of training 
in economics which many of the men of my graduate student days and earlier 
received, which centered around a thesis devoted to a practical public policy 
problem. It is my thought that economics is far too vital a field of study to be 
cast into a single mould. Institutional economics, I submit, is an approach to 
economics which should not be ruled out because it has not become a general 
economic theory explaining all economic phenomena. 
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INTRODUCTION 


It may be best to introduce this paper by making explicit the motivations and 
assumptions upon which it is based. Firstly, it attempts to present a rather 
brief survey of the more important post-Keynesian contributions which have 
taken place since the publication of the General Theory. Secondly, in so doing, 
it stays by and large within the Keynesian institutional framework. As a result, 
such fundamental problems, for example, as the relation of the State to the 
economy, and the practical difficulties involved in compensatory spending are 
not discussed. Thirdly, and for the immediate purposes of this article, the writer is 
interested primarily in the empirical and theoretical contributions made since 
1936, and in the further development and growth of a set of analytical tools 
which is indispensable for purposes of fiscal and economic policy. 


THE CONSUMPTION FUNCTION 


The emphasis upon the role played by income in determining consumption is 
not a novel concept originating with Keynes. Ernst Engels had initiated statisti- 
cal explorations relating family income-expenditure patterns as early as the 
middle of the nineteenth century. Henry L. Moore, in the early twentieth cen- 
tury, continued this empirical work through his researches into demand func- 
tions, and E. E: Slutsky in 1915 introduced new methods in theoretical demand 
analysis for dealing with income changes. The Great Depression and Keynes’ 
General Theory, however, shifted the focus of economic inquiry from traditional 
price analysis to income theory in the determination of consumer expenditures." 

As a result of the interest and stimulation evoked by Keynes’ General Theory 
and the profusion of good statistical material available, investigation developed 
rapidly testing the effect of income on consumption and saving. Family budget 
and time-series studies increased rapidly and were used to test the theoretical 
adequacy of the Keynesian consumption function, including its presumed sta- 
bility.2 For the Keynesian theoretical framework demanded a very precise pre- 
diction of aggregate consumption if policy was to be formulated on a quantitative 
basis. What have been the results of such empirical studies? 


‘ Ruth Mack, ‘“‘Economics of Consumption,”’ A Survey of Contemporary Economics, ed. 
by Bernard F. Haley (Homewood, IIl.: Richard D. Irwin, 1952), II, 40. In the writer’s 
opinion, Mrs. Mack’s article is the best survey yet to appear on the economics of consump- 
tion and he is indebted to her for some of the material discussed in this section. 

* Keynes assumed that the volume of consumption is not only a function of national 
income or gross national product but that this function is relatively stable. See, The General 
Theory of Employment, Interest and Money (New York: Harcourt, Brace and Co., 1936), p. 95. 
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Household budget studies reveal a consumption-income pattern for individual 
families. These studies deal with a sample of families with different incomes in 
a particular period. They, therefore, eliminate the difficulties involved in chang- 
ing relationships over time. Given the distribution of income, it is then possible 
to derive the different consumption and saving patterns of each family. This will 
be a function of the size of family income at a given time and place. Although the 
family consumption function displays a declining average and marginal pro- 
pensity to consume for families at different income levels at any one time, this 
does not mean that, for the economy as a whole, total consumers’ expenditures 
will behave in this way as total income rises. 

We now know, for example, that over the decades consumers have adjusted 
upward their standards of living as their incomes have risen, and the evidence 
suggests that, as a long-run tendency the percentage of income saved has re- 
mained fairly constant since the closing decades of the nineteenth century.’ The 
secular invariance ef the aggregate saving ratio cannot be explained in terms of 
the simple Keynesian formula which states that the saving ratio is an unique 
function of absolute real income, rising as income expands. One explanation is 
that the array of income-consumption points obtained from simultaneous obser- 
vations of different families can be explained only in terms of a relationship 
between family consumption and relative income, measured by the position of a 
family in the income distribution scale.‘ This “relative income” hypothesis pre- 
dicts that national consumption will be a constant proportion of national income, 
whatever the level of national income. The number of families at each percentile 
of the distribution will be the same and, consequently, the distribution of families 
by proportion of income devoted to consumption will be unchanged. It is true 
that, as the total national income rises, most families move to a higher income 
bracket. But this does not mean that each family, in its improved position, will 
save as much as a family with that size income did earlier when all incomes 
were lower. How much a family saves seems to depend in part on the income of 
other families and on the living standards created by a given level and distribu- 
tion of income. As one writer points out, ‘‘Noneconomic man is greatly influenced 
by what others do.’”* And another states: “The standard of consumption or living 
is the level that is urgently desired and striven for, special gratification attending 
substantial success and substantial failure yielding bitter frustration.’’* The so- 


* James Duesenberry, Income, Saving and the Theory of Consumer Behavior (Cambridge, 
Mags.: Harvard University Press, 1949), pp. 55-58. 

Franco Modigliani, ‘‘Fluctuations in the Saving-Income Ratio: A Problem in Economic 
Forecasting,’’ Conference on Research in Income and Wealth, Studies in Income and Wealih, 
Vol. XI (New York, 1949), pp. 371-441. 

Dorothy 8. Brady aad Rose D. Friedman, ‘‘Savings and the Income Distribution,’’ Con- 
ference on Research in Income and Wealth, Studies in Income and Wealth, Vol. X (New 
York, 1947), pp. 250-265. 

* Duesenberry, op. cit., p. 45. 

* Mack, op. cit., p. 47. 

* J. 8. Davis, “Standards and Content of Living,”’ American Economic Review, March 
1945, p. 3. 
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ciological implications of the ‘relative income” thesis would seem to point in the 
direction of assessing the importance of status distinctions upon changes in con- 
sumption and saving. 

In this connection, it has been pointed out that standards may be linked to a 
way of life rather than to income proper.’ Farmers appear to spend a smaller pro- 
portion of a given ‘evel of income than do city families. Also, the average and 
marginal propensities to consume are lower for farm than city families. The 
savings of farmers are used eventually in the purchase of farm machinery and 
equipment, as well as land. As one writer comments: ‘““‘What more ostentatious 
or enviable possessions are there, which more capable of validating a self-picture 
‘urgently desired and striven for’?’* Concerning other socio-economic groups 
within the economy, it is not toe clear at this juncture whether the same differ- 
ences with respect to spending and saving exist for them also.’ 

The “relative income’’ hypothesis has been challenged recently by one writer 
who has come to the defense of the original Keynesian thesis that the level of 
consumption is a function of the level of absolute income. In order to explain 
the secular invariance of the aggregate saving ratio, however, he is forced to con- 
clude that the amount of liquid assets owned by families in the economy have 
to be taken into consideration, as well as the absolute level of income.'® Thus, a 
new variable is introduced to explain the consumption function, namely, the 
accumulation or decumulation of liquid and near liquid assets such as past 
savings in the form of demand and time deposits, government bonds, etc., or the 
fact that consumption not only is a function of current income but of previous 
income streams. This was certainly one of the more important factors determin- 
ing the behavior of the consumption function in the United States immediately 
after World War II and it has continued to exert a positive influence in the post- 
war period. 

The volume of consumption and savings not only is a function of the level of 
income, but is dependent upon the distribution of that income. Family-budget 
studies have indicated that the marginal propensity to consume is different for 
the different income classes within the economy. Since these marginal propensities 
to consume are different, a redistribution of income during the course of the 
business cycle may give a completely unexpected turn to the marginal propensity 
to consume for society as a whole." For purposes of forecasting and policy deci- 
sion, it is absolutely imperative that changes in the distribution of income which 


7 Margaret G. Reid, ‘Effect of Income Concept upon Expenditure Curves of Farm Fami- 
lies,’’ Conference on Research in Income and Wealth, Studies in Income and Wealth, Vol. 
XV (New York, 1952). 

* Mack, op. cit., p. 55. 

* J. N. Morgan, ‘““‘The Structure of Aggregate Personal Saving,’’ Journal of Political 
Economy, December 1951, pp. 528-34. 

‘© James Tobin, ‘‘Relative Income, Absolute Income, and Saving,’”’ Money, Trade, and 
Economic Growth: Essays in Honor of John Henry Williams (New York: Macmillan Co., 
1951), pp. 143 ff. 

' Ruth Mack, ‘“The Direction of Change in Income and the Consumption Function,’’ 
Review of Economic Statistics, November 1948, pp. 239-58. 
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occur during the business cycle be known in order to derive an unique consump- 
tion function for society as a whole. There is the further problem involved in 
assuming that the individual schedules can be aggregated in order to arrive at a 
group schedule. The interdependence of individual consumption expenditures 
makes this procedure extremely hazardous.” 

There is also the problem of time-lags induced by changes in income during the 
course of the business cycle. A family whose income was $4,000 for several years 
and which now suffered a decline in income to $3,500 will save less out of the new 
income than a family whose income had been $3,000 for some time and whose 
income has risen now to $3,500. The former would find it quite difficult to reduce 
its contractual and habitual expenses very rapidly, while the latter typically 
would be slow to adjust to its new income level. This is consistent with the con- 
clusion reached by two specialists in the field that the percentage of income saved 
depends on the relation between current income and the highest level of income 
reached in the past.’ The aggregate volume of consumption and savings will be 
different because of these time-lags than if we could assume, as Keynes does, an 
instantaneous adjustment to the new income levels. 

Expectations concerning the future likewise influence buying and saving. Es- 
pecially with respect to durable goods, clear expectations about prices and 
availability can substantially influence the timing of buying. An example is the 
sharp rise in consumers’ expenditures relative to incomes after the outbreak of 
the Korean crisis, when consumers rushed to anticipate the expected rise in prices 
and scarcity of goods. 

The effect of future employment and income possibilities on expectations, as 
well as the importance of relative price changes, outside pressures such as saving 
bond drives, changes in tax rates, etc., has been pointed out as important factors 
in significantly shifting the schedule relationship between consumption and in- 
come from one short-run period to another.“ 

There are difficulties involved in the Keynesian thesis that real consumption 
is a function of real income, with its implicit assumption of rational behavior at 
the consumption level.'® This relationship presumably would not be affected by 
a doubling of money income and prices. But if any sort of money illusion occurred 
—and this seems extremely likely—then real consumption expenditures would 
depend not only upon changes in the level of real income but upon changes in 
money income and prices as well. 

As a result of these and other observations made by economists in the field, it 
seems evident that the marginal propensity to consume is only the roughest type 


* Duesenberry, op. cit., pp. 13-16, chap. 3. 

“James Duesenberry, ‘Income-Consumption Relations,’’ Income, Employment and 
Public Policy: Essays in Honor of Alvin H. Hansen (New York: W. W. Norton and Co., 
1948), p. 69. See also, Modigliani, op. cit. 

“ Robert V. Rosa, ‘‘Use of Consumption Function in Short Run Forecasting,”’ Review 
of Economics and Slatistics, May 1948. 

'* James Tobin, ‘‘“Money Wage Rates and Employment,”’ The New Economics, ed. by 
Seymour E. Harris (New York: Alfred A. Knopf, 1947), p. 583. 
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of guide in estimating the actual changes in consumption which are associated 
with short-period changes in income. Estimates of the coefficient of the income 
variable—the changes in consumption associated with unit changes in income— 
range for the United States from the low .90’s to low .60’s."* And one writer 
states: 


Although there was clearly an average relationship between consumption and dispos- 
able income for the post war period (parallel to but higher than the prewar regression), 
this average relation frequently provided a poor guide for predicting how consumption 
would change from quarter to quarter as income changed. The short-period consump- 
tion function is unstable and . . . the historical relation does not tell us how the short- 
period relationship shifts from period to period.” 


Concerning the propensity to consume over time, the various lines of regres- 
sion drawn describe a linear consumption function which fitted closely the actual 
data for the prewar years. The correlation between aggregate consumption and 
income was remarkably high prior to the second World War. As has been pointed 
out, however, this is not at all surprising since consumer spending was over nine 
times the volume of savings during this period."* Thus a high correlation becomes 
inevitable. What is important in many cases is an estimation of savings out of 
disposable income since investment is the dynamic factor in the employment 
situation. If then comparison is made between savings and disposable income, 
correlating ten per cent of the whole with the whole, the technical objection to 
the former procedure is dispensed with. But independent calculation has shown 
“that the correlation between saving and income was by no means so high as 
between spending and income.’’” If then, as appears obvious, the saving function 
is unstable, or unstable within rather wide limits, the Keynesian analysis runs 
into trouble since investment and income also are variables. Also, public policy 
which must, in the nature of the case, rely on prediction becomes quantitatively 
impossible. 

THE INVESTMENT MULTIPLIER AND FISCAL POLICY 


The multiplier, as formulated by Keynes, supposedly “establishes a precise 
relationship, given the propensity to consume, between aggregate employment 
and incon.e and the rate of investment.’ Or, “it tells us that, when there is an 
increment of aggregate investment, income will increase by an amount which is 
k times the increment of investment.’ 

The multiplier rests on several assumptions. Firstly, the multiplier has no time 
dimension, i.e., is instantaneous in its effects. A change in investment immediately 
will be reflected in a multiple increase in national income. The simultaneous 


16 Mack, ‘‘Economics of Consumption,”’ p. 65. 

1 Robert Gordon, Business Fluctuations, (New York: Harper & Brothers, 1952), p. 83. 

% Arthur F. Burns, The Instability of Consumer Spending, 32nd Annual Report of the 
National Bureau of Economic Research (New York, 1952), pp. 8-9. 

” Thid., p. 9. 

2° Keynes, op. cit., p. 113. 

" Tbid., p. 115. 





146 MURRAY E. POLOKOFF 


multiplier merely states the ex-post relationship between a realized change in 
national income and the realized change in investment in the same period. Obvi- 
ously, this offers little aid for policy formulation since, in this area, decisions 
must proceed on an ex-ante basis. 

Secondly, the Keynesian multiplier assumes that successive increments to 
income resulting from an increase in investment must either be consumed or 
saved, but not invested. This simplification leaves out of account many important 
variables which will be affected by the multiplier process. Even within the Key- 
nesian framework certain changes will ensue. To take the interest rate as an 
example. If the difference between the increment in income and the increment in 
consumption due to an increase in investment is hoarded and liquidity preference 
remains constant, then the interest rate will fall and this will lead to a still further 
increase in investment. Or, if new investment is financed by the creation of addi- 
tional money and liquidity preference remains constant, the interest rate will 
decline again leading to an increase in investment. Finally, if the new investment 
is financed by a reduction in hoards with no increase in the money supply, the 
liquidity preference schedule will shift lowering the interest rate and leading to a 
further increase in investment and income. The multiplier process is, in reality, 
much more complex than envisaged in the original Keynesian formulation. 

Thirdly, the marginal propensity to consume is assumed to remain constant 
during the time in which new investment works itself out. Definitionally, this is 
valid but not very useful in the examination of dynamic problems. 

Most neo-Keynesians, recognizing the inherent uselessness of the timeless 
multiplier, attempted to give the concept meaning by amplifying and expanding 
it into a process analysis through time. They reascnably assumed that the full 
multiplying effects of a change in investment are not felt immediately, and thus 
there may be little significance in the ratio of a current change in income to the 
change in investment in the same period. Logical sequences were introduced 
attempting to show the change in income through successive rounds or stages as 
a result of an increase in investment. 

In addition, the importance of the acceleration principle in income determina- 
tion was recognized and attempts were made to integrate it with multiplier 
analysis by demonstrating the induced changes in investment resulting from a 
previous increase in consumption.” Such procedure involved the recognition that 
investment, in part, is a function of changes in the level of income and consump- 
tion and not exogenous to the economic process. However, prediction in terms of 
both the multiplier and acceleration principles still would require that the 
marginal propensity to consume remain constant over the cycle. Should it vary 
for one or more of the reasons adduced in the preceding section, accurate diag- 
nosis of the quantitative changes in income as a result of induced changes in the 
volume and level of investment and consumption would be impossible unless one 
could predict such changes in the marginal propensity to consume in advance. 
Unfortunately, this cannot be done as yet. Thus in rescuing the simultaneous 


™ Alvin H. Hansen, Fiscal Policy and Business Cycles, (New York: W. W. Norton and 
Company, 1941), pp. 274-288. 
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multiplier, the neo-Keynesians left themselves open to attack via fluctuations 
in the MPC. 

The timing problem is most important for purposes of fiscal policy. Even 
assuming short-run stability for the marginal propensity to consume, there is 
still the problem of assessing how much of an increase in investment will be 
spent during a certain time period, during the year, for example. Historically, the 
income velocity of the total money supply fell from about 3 per year in the 1920’s 
to 2 per year in 1939 in the United States. This implies an income period of 4 
months in the 1920’s and 6 months in 1939. However, a substantial part of the 
money supply is inactive, and it has been estimated that the velocity of the 
active money supply was about 3.6 per year in the 1920’s and about 3.25 in the 
late 1930’s. These imply income periods of 3.3 and 3.7 months respectively.” 
Since in relating income velocity to the multiplier one is tracing the path of 
active money, the latter figures are the appropriate ones. Taking the 3.7 figure 
for purposes of rough calculation, and assuming the multiplier to be 3 with six 
billion dollars worth of deficit spending, the increase in income at the end of a 
year would be roughly thirteen billion dollars and not the eighteen billion dollars 
postulated by the period multiplier if one merely views the latter as a logical, 
non-time dimensional explanation of the increase in income resulting from an 
increase in investment. Since, however, even the income velocity of the active 
money supply is not constant in the short-run, this creates still further complica- 
tions for multiplier analysis.™ 

The instability of the short-run consumption function has relegated multiplier 
analysis to a very insignificant role in present-day policy formulation. Instead of 
a neat and mechanical problem in social engineering, fiscal policy, somewhat like 
monetary policy, faces a significant nmber of variables, each operating on and 
partially distorting the final result. While the qualitative direction of change may 
be correct, quantitative prediction is more a hope of the future than a present-day 
reality. 


THE RATE OF INTEREST 


At first sight, the Keynesian theory of interest appears to run counter both to 
the “pure” theory of interest and also to the loanable-funds theory. This differ- 
ence stems, in part, from the Keynesian denial that, on the supply side, an in- 
crease in the volume of savings tends, ceteris paribus, to lower the rate of interest. 
For Keynes, a decreased readiness to spend will not increase investment but only 
diminish employment through its effects on the income level. On the demand 
side, he denies that a rise in the marginal efficiency of capital tends, other things 
being equal, to raise the interest rate. Keynes holds that the rate of interest is the 
reward for parting with liquidity for a specified period. ‘“‘The rate of interest is 
not the ‘price’ which brings into equilibrium the demand for resources to invest 

*% James W. Angell, Investment and Business Cyclee (New York: McGraw-Hill Book 


Company, 1941), Chap. 9; Appendix IT. 
™ Gordon, op. cit., p. 93n. 
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with the readiness to abstain from present consumption.’ It is, rather, ‘the 
‘price’ which equilibrates the desire to hold wealth in the form of cash with the 
available quantity of cash.’’* 

Looking at the supply side first, is the reward for parting with liquidity com- 
pletely independent of the reward for not spending on consumption, that is, for 
saving? Professor Robertson and other loanable-fund theorists would insist on 
the essential complementarity of the saving-hoarding process, interest being the 
reward both for not consuming and for not hoarding. As Professor Robertson 
states: “The fact that the rate of interest measures the marginal convenience of 
holding idle money need not prevent it from measuring also the marginal incon- 
venience of abstaining from consumption.” 

On the demand side, Keynes distinguishes three motives for holding money; 
the transactions-motive, the precautionary-motive, and the speculative-motive. 
All three make up the demand for liquidity. Is this formulation and the tradi- 
tional demand-for-and-supply-of loanable-funds theory really at variance? 

Let us suppose there is a change in the demand for capital due to expectations 
on the part of entrepreneurs that the marginal efficiency of capital will change. 
According to the loanable-fund theorists, this will influence the interest rate. 
According to Keynes, however, the determinants of the marginal efficiency of 
capital and the interest rate are divorced from one another. But are they? Doesn’t 
a rise or fall in the marginal efficiency of capital affect the liquidity preference 
schedule, causing it to shift upward or downward? 

If entrepreneurs intend to increase their future expenditures due to expecta- 
tions concerning increases in the marginal efficiency of capital and, if this is 
to be accomplished through borrowing, then in Ke ynes’ view such action would 
represent an increase in liquidity preference. The demand for money has in- 
creased without either a fall in the interest rate or a rise in the volume of trans- 
actions. As borrowing proceeds, the volume of business transactions increases so 
that, sooner or later, the demand for money to finance the larger turnover 
rises. In the Keynesian lexicon, such action will lead inevitably to a rise in the 
interest rate since less of the existing money supply now remains to satisfy the 
speculative motive. Isn’t the liquidity preference schedule then tied up with the 
marginal efficiency of capital? 

In recognition of such criticism, Keynes was led to modify his original theory 
so that its similarity to the loanable-funds doctrine became much more obvious.” 
He now recognized the fact that the demand for money is not only a function of 
the transaction and speculative motives, but also of the intended new outlay or 
planned investment decisions of business firms. Keynes calls this latter motive 
the “finance” motive and points out that investment funds must be secured prior 


* Keynes, op. cit., p. 167. 

% Ibid. 

" D. H. Robertson, ‘Alternative Theories of the Rate of Interest,’’ Economic Journal, 
September 1937, p. 431. 

* John Maynard Keynes, ‘“The ‘Ex-Anie’ Theory of the Rate of Interest,’’ The Economic 
Journal, December 1937. pp. 663-69. 
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to an upsurge in business activity. He states: “During the interregnum—and 
during that period only—between the date when he actually makes his invest- 
ment, there is an additional demand for liquidity without, as yet, any additional 
supply of it necessarily arising.” It has been cogently pointed out that ‘the 
adherents of the loanable-fund theory would merely substitute ‘credits’ for the 
word ‘liquidity’”’ in this sentence.*° The marginal efficiency of capital and 
liquidity preference curves far from being independent of one another are closely 
interrelated. What price terminological innovations and unusual assumptions? 

As a result of such criticism, an attempt has been made to reconcile the Key- 
nesian theory with the loanable-funds doctrine." This reconciliation states that 
“the rate of interest is the price that equates the supply of ‘credit,’ or saving plus 
the net increase in the amount of money in a period, to the demand for ‘credit,’ 
or investment plus net ‘hoarding’ in the period.”™ The supply of loanable funds 
is then brought into equilibrium with the demand for them during the current 
period at the rate r’. The latter result is achieved by adding the amount of money 
held at the beginning of the period to the net increase in the amount of money and 
the net hoarding during that period. 

This new formulation has been criticized, in its turn, on the grounds that it 
implicitly treats income as an arbitrary constant.” If this were true, then its 
theoretical base would rest upon Say’s Law, with saving automatically the same 
as investment without any mechanism (the level of income) bringing the two 
schedules into equilibrium. Since the saving and investment schedules are not 
coincident, there can be no determinate system. On the assumption that both the 


saving and investment schedules are interest-inelastic, at full employment saving 
will be greater than investment no matter how low the rate of interest is pushed. 
The two schedules will intersect one another only after an adjustment is made 
through changes in the income level. Only after a theory of adjustment of output 
is introduced can the interest rate be determined for the general case. There is 
the further criticism of attempting to combine stock and flow concepts.™ 


RELATION OF THE MEC AND THE INTEREST RATE 


In the Keynesian system, the volume of investment is determined at the 
point where the interest rate is equal to the marginal efficiency of capital. The 


* Ibid., p. 665. 

*° Gottfried von Haberler, Prosperity and Depression, (New Revised ed.; Geneva: League 
of Nations, 1940), p. 213. Much of the prior discussion in this section has been influenced 
by Prof. Haberler’s famous work. 

*! Abba P. Lerner, ‘‘Alternative Formulations of the Theory of Interest,’’ The Economic 
Journal, June 1938, pp. 211-30. 

% Tbid., p. 213. 

* Lawrence R. Klein, The Keynesian Revolution, (New York: Macmillan and Co., 1947), 
pp. 120-21. 

* Ibid., p. 121. For a defense of this thesis, see William Fellner and Harold M. Somers, 
“Alternative Monetary Approaches to Interest Theory,’’ Review of Economic Statistics, 
February 1941, pp. 43-48. 
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higher the interest rate, given the marginal efficiency of capital, the smaller 
will be the volume of investment, and vice versa. 

Empirical studies made in England and the United States seem to suggest, 
however, that the interest rate is generally regarded by businessmen as an in- 
significant factor in their investment decisions."* Several hypotheses have been 
advanced as to why this is so. 

One hypothesis assumes that the interest rate plays a relatively insignificant 
role in most investment decisions because interest is a minor element of cost for 
most businesses.** Hence, it can safely be ignored. This should not be taken to 
mean, however, that the interest rate is unimportant for all forms of investment. 
The constructional and public utility fields are especially sensitive to changes in 
capital costs because of the heavy initial outlay and great durability of the cap- 
ital assets involved. But this does not appear to be the general case for most 
investments. 

Another hypothesis states that in the real world the discount rate is more 
important than the interest rate.” In a rational and safe world, the two would be 
the same. In the real world, however, there are risks and uncertainties with 
respect to the future and the discount rate roust take these into account, as well 
as the interest rate. Now the non-interest component—the psychological risk and 
uncertainty element—may far outweigh the interest component. Therefore, 
relatively small fluctuations in the interest rate may be of little importance so 
far as investment decisions are concerned. 

Finally, the growing practice of internal financing enables corporate decisions 
to be made irrespective of fluctuations in the market rate of interest. Given 
retained profits and depreciation allowances, no fine marginal calculations are 
made by businessraen as to whether or not to proceed with investment decisions 
or, alternatively, to lend these funds out to others in order to take advantage of 
the current rate of interest. 

According to those empirical studies which have been undertaken, the neat 
and determinate solution of the equilibrium volume of investment advanced by 
Keynes would seem to conflict with the facts of the real world. The volume of 
investment would appear, by and large, to be interest-inelastic.™ 


CONCLUSION 


The empirical and theoretical studies and contributions of the past decade- 
and-a-half have shed a good deal of light on Keynes’ General Theory. Many of 


* H. D. Henderson, ‘‘The Significance of the Rate of Interest ,"’ Ozford Economic Papers, 
No. 1, October 1938, p. 9. 

J. F. Ebersole, ‘‘The Influence of Interest Rates upon Entrepreneurial Decisions in 
Business,"’ Harvard Business Review, Autumn 1938, pp. 35-39. 

* F. A. Lutz, ‘‘The Interest Rate and Investment in a Dynamic Economy,’’ American 
Economic Review, December 1945, pp. 811-30. 

* Klein, op. cit., p. 64. 

* For a critique of such studies, as well as a positive defense of the importance of interest 
rates in influencing the levels of economic activity, see W. A. L. Coulborn, ‘Principal Con- 
tributions to Interest Rate Theory Since Keynes’ General Theory,’’ Southern Economic 
Journal, July 1953, pp. 12-22. 
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the Keynesian building blocks have been found either to be inadequate or lacking 
the necessary precision which is indispensable for purposes of policy and pre- 
diction.” This should not detract for one moment from the essential merits of the 
“Keynesian Revolution.’’ Keynes not only rescued economic analysis from Say’s 
Law of Markets, but his delineation of the relationships among many important 
economic variables and their lack of integration remains a substantial achieve- 
ment in throwing light on the basic workings of our economy. What the post- 
Keynesian researches have done, however, is to underscore the essential com- 
plexity of our economic system and make apparent the necessary work that still 
remains to be done before accurate diagnosis becomes possible. 


* One of the major aims of this article has been to demonstrate the necessity for more 
precise tools of analysis than Keynes offered as a prerequisite for accurate diagnosis and 
prediction. It is not to be construed simply as a general criticism of Keynesian theory on 
the grounds of oversimplification. The writer would agree that in general oversimplification 
is never a very valid or very helpful criticism of theory because the essence of theory is 
simplification of complex experience. The criterion of a good theory is not the degree of 
simplification but the relevance of the abstractions in relation to the purpose for which the 
theory is projected. Individual concepts in a system of theory cannot be evaluated legiti- 
mately by a direct appeal to facts; they must first be evaluated in relation to each other, 
and then the theory as a whole evaluated in relation to its operational meaning. Short of 
this, criticism becomes endless and degenerates into polemics. Having said this, however, 
the writer would hasten to reiterate that such an approach to questions of theory does not 
invalidate the need for more accurate conceptual tools if theory is to be applied in any 
meaningful or useful fashion to the actua! workings of an empirical economy. 





THE FARMER AND THE TARIFF: A REAPPRAISAL 
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Until about twenty-five years ago, American farmers were, traditionally, free traders. The 
wool growers of the Great Plains and the sugar producers of Louisiana had, it is true, 


demanded and received substantial protective tariffs before World War I, but until then 
most farmers were little concerned with competition from abroad.' 


With these words does a recent writer echo a view which has long been held 
concerning the American tariff—a view which in almost every detail is either 
wrong or misleading. Thus it can be established that a full line of agricultural 
protection was provided a generation before World War I, that in the period 
since the Civil War Louisiana sugar producers have received “substantial”’ 
protection primarily because beet sugar producers in the Far West were given 
protection, that the net effect of farmer political pressure has been on the side of high 
tariffs, and that the American protective system as it developed would have been 
impossible apart from agricultural support. 

In retrospect it is easy to understand why these misconceptions developed. 
The valiant fight of Southerners against protectionism in the period before the 
Civil War is a chapter in American history which will never be forgotten. In the 
period since the Civil War, moreover, the most dramatic struggles against 
particular tariff measures have been led by agricultural interests. It is, in other 
words, true that it has almost always been farmers who have borne the brunt of 
the battle against high levels of industrial protectionism, although it does not 
follow of course that most farmers have been anti-protectionist. Thus the sig- 
nificant fact is not so much that some farmers have chosen on occasion to fight 
against protectionism as that these battles have typically failed, and that their 
failure has been primarily because too few of their farmer colleagues chose to 
stand with them. 

As the United States enters a period in which trade policy may be more im- 
portant than every before, it is essential that our understanding of the founda- 
tions on which American protectionism rests be as complete as possible. A 
reexamination of this country’s tariff history will clarify the role of the farmer in 
building these foundations. 

I 


When the first protective tariffs were written in America, during the decade 
following the Revolution, commercial manufacturing was a distinctly secondary 
activity; both agricu!ture and merchant shipping were much more important. 
Of these two industries, furthermore, agriculture far overshadowed merchant 
shipping, not merely in the colonial area taken as a whole but in each individual 


1C. Addison Hickman, Our Farm Policy and Foreign Trade (New York: Council on For- 
eign Relations, 1949), p. 55. (Italics added.) 
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colony. Only in Massachusetts could mercantile interests claim an economic 
position of major significance on a colony-wide basis, and even here farmers were 
without question the more numerous group. 

If ever ‘‘free trade’’ farmers could have prevented the imposition of protective 
tariffs, it would have been at such a time. And this was all the more true because 
the shipping industry vigorously opposed import restrictions. Yet the fact re- 
mains that between the onset of postwar depression in 1785 and the ratification 
of the Constitution four years later every state with a significant manufacturing 
interest enacted a protective tariff and that the protective purpose was explicitly 
declared in all of these statutes save one.? Even when account is taken of the 
tendency in an industrial society for political power to concentrate in the hands 
of non-agricultural groups, it must still be conceded that had farmers used the 
power they did possess to resist such legislation most of it would have failed to 
pass. 

When the nation’s representatives assembled in Philadelphia in 1789 to take 
up the responsibility of legislating for the new government, this relationship 
between the farmer and the tariff stood out still more plainly. Here political 
power was not focussed on this issue on a state-by-state basis as in earlier years. 
The full foree of agricultural preferences in states having virtually no manu- 
facturing could be brought to bear against protection, and if this had been done 
no protective tariff would have been enacted in 1789. Only scattered and un- 
organized agricultural opposition developed, however, and so strong and cohesive 
was agricultural support that even when added to the far-more-powerful protest 
of mercantile interests farmer resistance was insufficient either to prevent or ap- 
preciably to modify the tariff act of that year.’ 

It might be contended that this first national tariff was written before agricul- 
tural interests had effectively mobilized themselves for political action under the 
new government. This is true as far as it goes, but it adds little to the thesis that 
farmers in America have been free traders. Shortly after the Constitution went 
into effect Thomas Jefferson brought into the national political arena a formidable 
farmer organization—the anti-Federalists. Yet neither as an opposition party 
before 1800 nor as the party in power for many years thereafter did anti-Feder- 
alists launch an attack against the protective system. Indeed in 1807 an anti- 
Federalist Secretary of the Treasury (Albert Gallatin) under an anti-Federalist 
President (Jefferson himself) expressed a preference for an increase in duties over 
any other method of securing a greater revenue, and gave as one of his reasons 
that ‘the increase of domestic manufactures which may be indirectly effected is 
in itself a desirable object.’”* And it was this same agrarian party grown great and 


? Edward Stanwood, Tariff Controversies in the Nineteenth Century (Boston, Mass.: 
Houghton Mifflin Co., 1903), Vol. I, p. 26. 

* See William Hill, The First Stages of the Tariff Policy of the United States (Baltimore, 
Md.: American Economic Association, 1893) for the fullest discussion of this enactment. 
Here too is the authoritative answer to the question of whether the 1789 enactment was a 
revenue or a protective measure. It was designed to serve both purposes. 

* Stanwood, op. cit., Vol. I, p. 105. 
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powerful that enacted another general tariff measure in 1816 which was as un- 
mistakeably protectionist as any the nation had yet had. 

Or, again, it might be suggested that America’s early tariff history took place 
before agricultural leaders realized the consequences of protectionism for the 
farmer. This proposition too has merit as a statement of fact, and its significance 
for the problem at hand can also readily be tested. In 1820 a general tariff measure 
passed the House of Representatives but failed in the Senate by a single vote, 
and the major reason for its failure was the concerted opposition of the cotton 
South. Never again could it be said that farm representatives did not understand 
what was at stake. What were the consequences of this discovery from the 
standpoint of the farmer’s influence on the tariff? 

7 1824 and 1828 two other general tariff laws were passed, each substantially 
increasing the duty level. On both occasions the full weight of the South was 
registered against passage. In both cases, furthermore, the vote was sufficiently 
close that if the farmers of New York, Pennsylvania, Ohio, Indiana, and Illinois 
had closed ranks with the South the increase in protectionism would have been 
defeated. But farmers in northern states supported both of these measures, and 
in 1828 the American tariff reached its highest point pricr to the Civil War. So 
general was tariff sentiment during this decade that in 1824 every presidential 
candidate (including three representing predominantly agricultural constituen- 
cies—two of these being from the deep South) carefully avoided the ‘‘free trade”’ 
position. 

Farmer influence on the tariff in the first half of the nineteenth century was 
not solely on the side of protectionism. Shortly after 1830 a political coalition was 
effected between the southern cotton economy and the grain and meat economy 
of the West, and this coalition in 1833 and 1846 achieved major tariff reductions 
which continued until war intervened in 1861.5 Although it must be conceded 
that this period was one in which the popular impression about the farmer and 
the tariff was confirmed, two other facts concerning it are of greater significance. 
Firet, the ease and thoroughness with which these reforms were achieved provide 
all the evidence needed that farmers could have been achieving similar results all 
along if they had seen fit to cooperate toward that end. Second, this is the only 
period in American history when it can fairly be said that farmers made a concerted 
effort to secure low duties. 


Il 


Tariff decisions after the Civil War were made in a context greatly altered by 
that conflict. For a number of years the region most strongly opposed to protec- 
tionism possessed almost none of the political power which would have been 
required to give effect to its position. Even after the South was restored to full 
status in the Union, moreover, these states continued to be unshakeably Demo- 
cratic while the West clung just as tenaciously to the party of protection, with 

* For a full account of the political maneuverings which led to these tariff revisions see 
C.M. Wiltse, John C. Calhoun (Indianapolis, Ind.: The Bobbs-Merrill Co., 1944), Volumes 
Il and III. 
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the result that partisan politics as such was injected into the tariff controversy on 
the side of high tariffs. 

Given these circumstances it could be convincingly argued that farmers did 
not possess after the Civil War sufficient power to reduce tariffs even if they had 
been so inclined. So important is this possibility that it is essential to inquire how 
farmers (particularly Republican ones) used the power they did possess as far as 
the tariff issue was concerned. Surely it is revealing in this connection that the 
West did in fact persist for more than seventy years in its allegiance to a com- 
bination of interests whose most basic common-denominator was a policy of 
aggressive tariff protectionism. Farmers capable of staging a successful revolt 
against their party over the money question in 1896 could just as easily have 
reacted similarly with respect to the tariff had they felt as strongly about that 
question. 

However, abandoning an historically-important party relationship is a meas- 
ure of desperation at best, and hence this is perhaps too rigorous a criterion. 
Besides much can be accomplished by a strong group from the inside of a party 
organization. What does the record show on this point? Did western farmers 
stand and fight against protectionism as earnest ‘free traders’ would logically 
have done—as free trade Southerners did in the first half of the century? 

Superficially it would appear that they did. In 1866 a bill was presented in 
Congress which would have raised duties above the unprecedented levels they 
had reached during the war, a bill presenting Republican views on the tariff in 
their most uncompromising form. The wartime duty levels had reached such 
heights primarily because it was generally acknowledged that protection should 
keep pace with the wartime increases in internal taxation, but a move to raise 
duties still higher at a time when internal tax levies were rapidly being eliminated 
was an interpretation of the nation’s tariff policy more extreme than any which 
had yet been attempted. 

This move touched off the first postwar battle over the tariff, and the first real 
test on that issue the still-young Republican Party had encountered. It was 
therefore a most opportune time for the farmer to make his stand clear—to let 
his eastern colleagues know where his tariff votes would go. Accordingly against 
this uncompromising industrial protectionism a powerful opposition developed, 
centering apparently in Iowa but including a substantial segment of the Middle 
West.* So formidable did opposition become that this 1866 attempt to raise the 
tariff failed completely, and these same forces (with Democratic support) were 
able to keep the Republican Party on the defensive for many years. In 1872 a 
third-party movement built in part around tariff reform contributed some of the 
impetus leading to the ten per cent horizontal tariff reduction of that year. 
Eleven years later another downward revision was made, and in both 1909 and 
1930 western farmers staged bitter, last-ditch battles against the general tariff 
measures enacted in those years. 

There is, however, another side to these developments. Perhaps after all the 
most striking fact about this record of protest is that so little was accomplished 


*1.M. Tarbell, The Tariff in Our Times (New York: The Macmillan Co., 1911), pp. 35 ff. 
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by the forces of reform. Although this sentiment was strong enough to block 
tariff increases in 1866, aided as it was by “Radical” nervousness over the out- 
come of the fall elections,’ it was not strong enough to push through a genuine 
reform measure in 1867 after the ‘“Radicals’’ had won the election. In 1870, 
furthermore, tariff reformers were even more decisively frustrated by a measure 
reducing duties on such revenue items as tea, coffee, sugar, etc., for the specific 
purpose of avoiding reductions in the protective schedules. The third-party 
movement of 1872 ended in a complete fiasco as far as the tariff was concerned 
when one of the most extreme protectionists in the nation’s history (Horace 
Greeley) was nominated for the presidency both by the Liberal Republicans and 
the Democrats. Still worse the 1872 reduction took the form it did primarily 
because it was felt that a horizontal decrease would be the easiest kind to restore, 
and in 1875 it was restored on the pretext that the nation’s finances were being 
threatened by depression. Both this 1875 restoration and the reduction of 1883 
(an adjustment openly referred to as “a reluctant concession to public senti- 
ment’’) were passed by “lame-duck” Republican Congresses that had been 
decisively repudiated at the polls in order to forestall more substantial reforms 
by the new Congresses. In 1890 all of the ground thus far gained by reductionists 
(and more) was lost in the McKinley Tariff, while in 1897 the duty level was 
raised still bigher. And finally the Republican Party in 1909 and in 1930 paid 
little attention to the reform group in the enactment of the Payne-Aldrich and 
Smoot-Hawley tariffs. 

It is clear that these trivial accomplishments were not the result of a free 
trade struggle such as that led by John C. Calhoun after 1820. If the states which 
provided the bulk of the strength of the Democratic Party are left completely 
out of account, there were in the late eighteen-sixties more agricultural than 
industrial states in the Republican Party. In the Senate at least Ohio, Illinois, 
Indiana, Michigan, Wisconsin, Minnesota, lowa, Kansas, Nebraska, California, 
Oregon, and Nevada should have been fully able to hold their own against six 
New England and three Middle Atlantic states (to give the manufacturing states 
the benefit of every doubt on the matter of definition) on any issue to which they 
could bring their united strength. To be sure, eastern industrialism pushed 
steadily westward after the Civil War, but so too did the extensive frontier. In 
the four-fifths of a century since the failure of tariff reform in 1867 eleven western 
states have been brought i to the Union whereas barely half that number have 
made the transition from agricultural to industrial status. When to the force 
farmers were able to bring to bear within the Republican Party is added the 
strong support Southerners could be counted upon to give tariff reform move- 
ments, it is obvious that the farm wing of the party could have accomplished a 
great deal more than it did had it set itself to the task. 

Here, indeed, is the heart of this issue. Putting the matter quite bluntly a 
closer examination of the facts suggested that western farmers not only were not 
compelled to accept so aggressive a protectionist policy against their will but that 
the agricultural west itself supported the drive toward higher and higher duties. 
What are the facts which point to this more extreme conclusion? 


7H. K. Beale, The Critical Year (New York: Harcourt, Brace ani Co., 1930), p. 295. 





THE FARMER AND THE TARIFF: A REAPPRAISAL 157 


For one thing western tariff reform sentiment was apparently not to any sig- 
nificant extent based on free trade principles. Thus Taussig states that in the 
immediate post-Civil War period there was virtually no free trade sentiment in 
all the agitation for reform.* Furthermore, simultaneously with the launching by 
Westerners of their 1866 battle against higher industrial tariffs, Congress was 
enacting the first tariff act of the postwar period. It was a substantial duty on 
live animals—horses, cattle, mules, efc.—and the beneficiaries were not eastern 
industrialists.’ In 1883 one of the most significant features of the “lame-duck”’ 
tariff reduction was the care taken not to reduce prevailing duties on beef, pork, 
hams, bacon, lard, cheese, butter, wheat, corn, and oats.'® Seven years later, in 
Mr. McKinley’s' tariff, so painstakingly were duties provided for everything 
produced in the West that President Harrison called attention to this measure as 
the first tariff completely protecting the farmer." 

Even in 1909 and 1930, although westerners put up as valiant a fight as had 
ever been waged on the tariff, the underlying issue was not the validity of the 
protectionist principle. The struggle over the Payne-Aldrich Tariff was essentially 
over the question of how the benefits of protectionism were to be distributed." 
Westerners protested that these benefits were flowing disproportionately to 
eastern manufacturers, while Easterners insisted that this was as it should be.” 
By 1930 this controversy had progressed a long step further; western farmers 
were coming to realize that tariff protection was not a universal utopia—that 
some agricultural products could not be aided in this way. What Senators Borah 
of Idaho, Brookhart of Iowa, and Norris of Nebraska (among others) wanted was 
not to defeat the Smoot-Hawley Tariff; their aim was rather to “make the tariff 
effective for the (staple-producing) farmer’ by including in it a provision for 
subsidizing agricultural exports. 

But if mid-west tariff reformers were not motivated by antagonism to protec- 
tionism, what wag their motivation? One important factor was a demand for tax 
reduction as war-imposed tariff levels brought into the Treasury a stream of 
revenue far greater than could be defended from the standpoint of legitimate 
government needs. Thus in 1883 even a highly-orthodox Republican President 
urged a tariff reduction much more substantial than the one actually enacted on 
the ground that the people were entitled to tax relief, and in 1888 the only 
presidential election contest ever to revolve almost solely around the tariff issue 
was fought out over the questions of excessive taxation rather than the principle 
of protection. 

In the second place, when excessive government revenue was no longer an 
important factor, political propagandists began successfully (and with some 


*F. W. Taussig, Tariff History of the United States (New York: G. P. Putnam’s Sons, 
1931), 8th ed., p. 177. 

® T. E. Burton, John Sherman (Boston, Mass.: Houghton Mifflin Co., 1906), p. 192. 

1° Taussig, op. cit., pp. 248-49. 

"CC. 8. Oleott, The Life of William McKinley (Boston, Mass.: Houghton Mifflin Co., 
1916), Vol. I, p. 169. 

1 See Kenneth W. Hechler, Insurgency: Personalities and Politics of the Taft Era (New 
York: Columbia University Press, 1940). 

4G. M. Stephenson, Nelson W. Aldrich (New York: Charles Scribner’s Sons, 1930). 
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justification) to maintain that “the tariff is the mother of trusts,” and again 
antitariff feeling became pronounced. In addition, especially in 1909, Westerners 
felt (and here also there was a measure of justification) that the tariff level in- 
sisted upon by Easterners was excessive. And finally, when these issues in turn 
dwindled away, farmers ravaged by the agricultural depression of the nineteen- 
twenties understandably sought a device which would more adequately “‘protect”’ 
them. 

Only where extraneous factors such as these were involved—mnever where the 
principle of protection itself was the focus of attention'—was significant farmer 
pressure brought against the uncompromising protectionism of the seventy-year 
period ending with the Smoot-Hawley Tariff. And so strongly did western farmers 
support protection that Grover Cleveland’s success in making a key issue out of 
the tariff was rewarded by a decisive electoral defeat for the reductionists despite 
the fact that they were greatly aided by these other factors. Not only in the 
eighteen-twenties but throughout the entire history of the United States as a 
nation, it has never been politically profitable to run for the presidency on a low- 
tariff platform." 


m1 
What is the explanation of such “strange” behavior on the part of western 
farmers? This is the question pressing for an answer as the full import of the role 
played by the West in maintaining America’s high protectionism becomes ap- 
parent. Yet its very asking reveals how uncritically the popular notion about the 


farmer and the tariff has been accepted; it has been taken for granted that 
southern behavior with respect to the tariff is ‘‘normal’’ for agricultural interests, 
and that deviations from that pattern are somehow abnormal. It is hence quite 
common for economic historans to emphasize the “stupidity” of those farm 
groups who in the nineteen-tiwenties pressed eagerly for tariffs on commodities 
primarily exported. On the other hand, however, there are several important 
aspects of tariff history which, when placed in proper perspective, shed a different 
light on the western farmer’s intellectual acumen. 

It must be remembered, in the first place, that protectionism became a settled 
policy in this sountry under circumstances which made it acceptable to most 
citizens. On the protection side tariffs meant the attainment of an independence 
claimed in theory but not yet achieved in fact. Not until the eighteen-twenties 
was American industry so firmly rooted that it was possible for any group to 
challenge the protective system on principle without risking the charge of be- 
traying the cause of independence. Henry Clay’s “American System’”’ in 1824 
was shrewdly named to take full advantage of what remained of this sentiment. 

On the side of the government’s revenue, too, the early adjustment was satis- 

“ The attitude of many Westerners was especially well expressed by Cummins of Iowa 
in a statement which has since become classic in the literature of the tariff. ‘All of my life 
I have believed in the protective tariff and I yet believe in it; but during all of my long 
service in the Senate or in the Congress I have never been able to vote for a single tariff 
measure framed by my party.” 

* For example in 1932, in the presidential campaign ushering in an era of aggressive duty 
reductions, the Democrats were very careful not to advocate anything sounding even re- 
motely like free trade. 
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factory to virtually everyone. Starting with the necessity of financing the govern- 
ment, the collection of revenue by means of the customs house was the most 
desirable method available. It is not necessary to insist that tariffs are paid by 
the foreigner to understand this American preference, either. Ali that is required 
is to recall that America’s emergence as a nation was accompanied by, and 
associated with in the public mind, a policy of direct taxation which created a 
deep-seated aversion to internal taxes.'* Not until the Civil War was an excise 
tax system enacted which was not swept away as soon as possible after the emer- 
gency was over. 

These two considerations make it clear that the protective-revenue system was 
a third of a century old before a serious question was raised concerning it. In that 
length of time an institution acquires some of the characteristics of a tradition, 
and can be overthrown much less easily for that reason. Even after protection 
ceased to be closely related to American independence the tariff continued for 
almost one hundred years to be the government’s financial mainstay. Given 
these circumstances it is understandable that it became deep-rooted indeed, and 
no evidence of how deep these roots were is more suggestive than the fact that the 
anti-protectionist Democratic Party invariably talked about a “‘tariff-for-reve- 
nue-only” rather than free trade. It is no wonder that the Democrats were always 
dangerously divided on this issue, or thet excessive government revenue was one 
of the principal factors creating tariff-reduction sentiment after the Civil War. 

But these factors, of course, were as relevant to southern as to western atti- 
tudes. Yet Southerners came early to rebel against the arrangements that had 
been worked out while Westerners did not. Were there differences in the situa- 
tions respectively confronting these two groups of farmers which account for this 
variation in political reactions on grounds other than the “stupidity” of West- 
erners? 

Yes, there were. The great staple of the South was cotton—a product the bulk 
of which had to be marketed abroad. In the northwest the comparable products 
were grain and meat, and while it is true that these were export rather than im- 
port items if ts also true that their principal market was at home rather than abroad. 
To be sure in the eighteen-twenties there was reason to fear that an illiberal 
trade attitude in this country might have adverse consequences for American 
foreign trade, and it was to a large extent this fear that galvanized the South 
into determined opposition to the tariff. At this point, however, the West was 
talked into believing that the development of manufacturing would provide it 
with a “home market” capable of more than absorbing whatever loss in foreign 
markets arose as a consequence of protectionism (with improved transportation 
facilities financed by the federal government thrown into the bargain).” 


‘°F. C. Howe, Tazation and Tazes in the United States Under the Internal Revenue System 
(New York: Thomas Y. Crowell Co., 1896), Chap. I. It is also to be emphasized in this 
connection that the Constitution took the customs away from the states as a source of 
revenue, and the architects of the new government would hardly have risked the wrath to 
which their handiwork would have been subjected had the federal government followed this 
step by invading the tax resources to which the states were forced to turn. 

1” E. R. Johnson and Associates, History of Domestic and Foreign Commerce in the United 
States (Washington: The Carnegie Institution of Washington, 1915), Vol. I, pp. 218 ff. 
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In the perspective of history it is clear that the expectations of farmers who 
voted for Clay’s “American System” were ill-founded. Protectionism contributed 
little to the development of a “home market” for western grain and meat (and 
federally financed internal improvements were not forthcoming). It is easy to 
understand, therefore, why the ‘Tariff of Abominations” (1828) was the last 
tariff enactment built on that foundation, and why the duty level fell thereafter 
until the Civil War. Far more important, however, is the fact that Westerners 
did find their cherished “home market’’—first in the South and later in the in- 
dustrial East. The result was that the West was never given reason for believing 
that American trade restrictions were threatening an important outlet for its 
products, and hence Westerners never developed the antipathy toward the 
tariff which characterized the southern reaction. Put differently, having less 
reason to object to protection as such the western farmer accepted the nation’s 
original fiscal adjustment until the income tax became an important issue. 

But was not this itself evidence of lack of political wisdom—this tolerance of a 
tax system which economic analysis can demonstrate to be more burdensome 
than internal levies. Even here, however, the case is not as clear-cut as might be 
supposed, quite apart from the historic opposition to excises. For one thing, the 
economist’s analysis on this point is probably more subtle than can be com- 
municated to a mass public. Furthermore this analysis is in fact valid only to the 
extent that duties are prohibitive (especially against goods having an elastic 
demand), and in this connection it is important to note that there was never 
a time in America’s history when revenue could not be increased by raisi-: the 
average duty level or reduced by lowering rates. In other words, the tariff was an 
omnibus policy within which extra burdens could easily be hidden, extra burdens 
subject to much exaggeration—particularly in retrospect by an economic 
theorist. And finally it is also to be remembered that Republican managers were 
careful to create the illusion that they were earnestly trying to deal “fairly” 
with the farmer by withdrawing or reducing duties on items (such as steel prod- 
ucts) in the production of which the nation had overcome its comparative dis- 
advantages. 

Nor was this acceptance of the protection-for-revenue formula the only con- 
sequence of the different economic circumstances prevailing in the West as com- 
pared with the South. Because resistance to the tariff on principle was not im- 
portant to Westerners they could afford to use their votes on this issue for 
bargaining purposes, and by 1860 the West already had a forty-year history of 
“trading” with tariff votes behind it. A good case can be made for the proposition 
that the western farmer has virtually always been confronted with problems 
legitimately considered more important than the tariff, particularly when 
recognition is given to the fact that the direct interests making up the core of the 
support behind protectionism are a more powerful political stimulus than the 
indirect interests which are aroused in opposition to that policy. 

Just as before the Civil War the West first supported high tariffs in exchange 
for promises of a “home market” and later supported low tariffs in exchange 
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for a more liberal land policy," so after the Civil War this region exchanged sup- 
port for high tariffs for inflationary money legislation, railroad regulation, 
monopoly control, etc.” (Who would argue that the farmer could have improved 
his situation more if in the last half of the nineteenth century he had met the 
problem of chronic depression by fighting against the tariff?) It was exactly this 
kind of a bargaining transaction which gave rise in 1930 to the bitter intra-party 
conflict over the tariff of that year and to the later abandonment of the Repub- 
lican Party by much of the West; the problem was essentially the refusal of the 
industrial East to pay the price Mid-Westerners were demanding for tariff votes— 
an export subsidy program for agricultural products. Although such clashes be- 
tween East and West within the Republican Party were not uncommon, the 
mutually satisfactory nature of the East-West accommodation within the party 
of protection is indicated by the fact that every successful Republican candidate 
for the presidency (with the exception of the special cases of Theodore Roosevelt 
and Calvin Coolidge) have been from western agricultural states. Taking the 
period 1860-1930 as a whole the remarkable fact is not that the West stayed in 
the Republican Party as long as it did but that the farmer wrested as many con- 
cessions from his eastern colleagues as he did. 

One other point remains to be noted with respect to political differences 
between South and West. Not only did international economic relationships 
develop in such a way that western markets were not injured by protection, but 
it is highly probable that southern markets were not either. During the period in 
which America was raising her tariff level higher and higher, the country was 
either a debtor nation or an immature creditor. It is, however, only in a mature 
creditor nation that the South’s principal economic objection to protection is 
fully valid. Furthermore, a nation having a highly inelastic demand for imports 
(as was the case in the United States during most of the nineteenth century) has 
even less cause to concern itself over the consequences of protection for its ex- 
port trade. The fact that England during most of the period of aggressive Amer- 
ican protectionism was virtually a free trade nation strongly suggests that 
southern exports were not seriously affected by American trade illiberality. 

Was it then Southerners who were “stupid” in their tariff stand? This does not 
follow, of course. Southerners no doubt did pay a disproportionate share of the 
cost of American protectionism, and southern leadership did not have available 
the historical afterview which can be brought to bear on this issue today. By 
1846, when England’s intentions first became unmistakeably clear, the United 
States was also embarking on the road toward liberalism. But despite these facts 
it was surely not the economic element alone which gave to southern anti-protec- 
tionism its fierce intensity. Also involved was a constitutional principle of the 
utmost importance to the South’s way of life. As shrewd old John Randolph 
of Roanoke said in 1824 regarding a proposal for a federally-financed internal 


18 See F. J. Turner, The United States, 1830-1850 (New York: Henry Holt and Co., 1935), 
pp. 557 ff. See also Wiltse, op. cit., Vol. IIT. 

” The Sherman Silver Purchase Act is only the most conspicuous case in point. See 
Burton's (op. cit.) discussion of this law and western tariff attitudes. 
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improvements project which was disposed of just before the House debate on the 
tariff of that year, ‘If Congress possess the power to do what is proposed in this 
bill they may emancipate every slave in United States.’””° (It was not a coinci- 
dence that the constitutional question relative to the tariff was first raised in 
1824.) Just as western support of protectionism was not motivated solely by 
protectionist principles, so southern opposition to protectionism was not moti- 
vated solely by free trade principles. 


IV 


But why if the West was more or less indifferent to protection as such did this 
area not ‘‘trade”’ on occasion with anti-protectionism as in the period prior to the 
Civil War. The answer seems to be that the West was not as indifferent to this 
issue as the above paragraphs imply. For this r2veral reasons may be suggested. 

First, western farmers (with the possible exception of those engaged almost 
entirely in wheat growing) believed in protection as a principle, quite apart from 
the fact that so many of them did not stand to gain directly from it at the mo- 
ment and might even have been indirectly injured by such a policy. This, of 
course, is why much of the West insisted upon moderate protection, and why the 
issue of equitably sharing the burden of the tariff was so important. 

Second, the alternative offered by the Democratic Party was in two respects 
an undesirable one. On the one hand, most Westerners did not accept the doctrine 
of a “tariff-for-revenue-only.’’ On the other hand, even if they had been able to 
support such a principle associated with moderate protectionism, the fact re- 
mained that the stand of the Democrats was based fundamentally upon the 
exaggerated anti-protectionism inherited from the pre-Civil War period. If the 
West in practice found itself supporting a more extreme protectionism than it 
considered appropriate, this was at least no worse (no more “stupid’’) than 
supporting a more extreme anti-protectionism than it could bring itself to ap- 
prove. It is quite probable, in short, that partisan opposition between South and 
West was by no means entirely the result of historical factors. 

Third, the policy of protection was so deeply embedded in the American 
economy that Westerners might logically have reached the conclusion that it 
would be wiser to risk a level of protection it did not want while at the same time 
achieving the legislation it did want than to dissipate its energies fighting what 
might turn out to be a losing battle and in the process failing in the struggle for 
other legislation. 

This consideration in turn had three important dimensions. In the first place, 
the strong protectionism of eastern labor suggested that anti-protectionist enact- 
ments would be difficult at best to push through the House of Representatives, 
and it has always been true that without electoral votes in the East no presi- 
dential candidate could hope to be successful. 

In the second place, western farmers themselves had in their midst, two strong 
protectionist interests—wool and sugar—so geographically scattered and so 
politically insistent that they would have been difficult to manage had they been 


* Cited in Wiltse, op. cit., Vol. I, p. 287. 
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denied. (Surely it is unnecessary to emphasize that these particular interests are 
made even more powerful on the political front as a result of economic geography 
and the make-up of the American Senate.) How much more sensible it was to 
unite with friends and neighbors behind important policies on which there was 
agreement rather than to work against them for a policy not considered especially 
vital. The Democratic proclivity for putting wool on the free list at every oppor- 
tunity, together with the fact that in a number of western states wool or sugar 
interests might easily mean the difference between party victory or defeat, was 
one of the major factors keeping Westerners reasonably contented within the 
Republican Party. 

The importance of these two products for American tariff history can readily 
be illustrated by highlighting some of the essential facts in the history of these 
two tariffs. For more than forty years after 1816 (when a protective duty was 
first placed on raw wool) sheep growers and woolens manufacturers fought a 
running battle with one another over the relative protection each was to receive.” 
Out of a total amount of protection more or less fixed by economic and political 
conditions each naturally desired the larger share. Sheep growers, concentrated 
primarily in New York, Pennsylvania, and Ohio, but strongly entrenched in 
New England as well, prior to 1857 achieved by far the greater benefits. In 1857, 
however, conditions were favorable to a reversal of this situation, and in the 
tariff of that year manufacturers substantially improved their position by secur- 
ing their raw material practically free of duty.” 

After this half-century of frustrating conflict, the wool and woolens people 
decided that since neither could permanently subordinate the other it would be 
the better part of wisdom to cooperate. Accordingly in 1867 a scheme for simul- 
taneous protection of both interests was worked out which became one of the 
principal foundations of post-Civil War protectionism. Appearing again and 
again in successive tariff laws, “Schedule K”’ had become by 1909 so basic to the 
political structure of the American tariff that it was able to resist the concerted 
efforts of the mid-west “Insurgents,”’ the leader of the Republican Party in 
Washington (Senator Aldrich of Rhode Island), and the President of the United 
States to alter it.” It is of some significance that the Wool and Woolens Act of 
1867 was passed with the aid of western votes only the year after a bill to raise 
the general duty level had been defeated by western votes. And it is no less 
significant that in 1867 the important wool-growing states in the order of their 
importance were Ohio, California, New York, Michigan, Pennsylvania, and 
Illinois—four of the six being western agricultural states.* In 1909 the six most 


*! The details of this struggle can be found in Taussig’s excellent Tariff History. 

% See Stanwood, op. cit., Vol. II, pp. 106 ff. 

* President Taft’s statement on this incident is as follows: ‘“The interests of the wool- 
growers in the far West and the interests of the wool manufacturers in the Eastern states . . . 
were sufficiently strong to defeat any attempt to change the wool tariff, and had it been 
attempted it would have beaten the bill reported from either committee.’’ Cited in Tarbell, 
op. cit., p. 313. 

* These data on sheep raising are taken from C. W. Wright, Wool-Growing and the Tariff 
(Cambridge, Mass.: Harvard University Press, 1910), Appendix Table II. 
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important states were Montana, Wyoming, New Mexico, Ohio, Oregon and 
Michigan—again all but two being western agricultural states (assuming that 
Ohio and Michigan might fairly be called industrial states by 1909). There has 
perhaps not been a time since 1816 when protection for wool was not good for at 
least six votes in the Senate, with perhaps another six votes available from the 
textile manufacturing states. On such a foundation almost any tariff could have 
been enacted; without it scarcely any such measure could have been passed. Is 
any other explanation needed for the fact that the United States became virtually 
the only major country to protect raw wool?** 

Sugar is illustrative of the same pattern of relationships, although it was 
never as important in the general tariff structure as wool.”* Prior to the Civil 
War Louisiana despite her slave economy consistently supported protection for 
her cane sugar industry. So important was this support in the face of the bitter 
opposition of the cotton South that in 1848 a Louisiana sugar planter (General 
Zachary Taylor) was nominated for the presidency by the party of protection (the 
Whigs) and elected. After the Civil War, however, southern resistance was not a 
serious threat to the protective system and Louisiana was incurably Demo- 
cratic, and as a result the sugar duty was treated as a revenue iiem. In 1870, in 
the reduction of revenue duties designed to avoid reducing the protective levies, 
sugar was one of the products included. Six years later Hawaiian sugar was ad- 
mitted duty-free, a concession benefiting Hawaiian sugar planters (and Eastern 
capital invested in Hawaii) at the expense of Louisiana producers.” 

After 1890 this situation changed abruptly. The McKinley Tariff admitted all 
sugar duty free fer the purpose of reducing the revenue, and at the same time 
domestic growers were granted a bounty of two cents per pound partly because 
not to do so would have been too gross a discrimination and partly because such 
a subsidy would help relieve the Treasury of surplus revenue. Meanwhile a 
Republican Secretary of Agriculture had for a number of years been urging beet 
sugar production on western farmers. By 1897 this propaganda and the sugar 
bounty (1890-1894) and tariff (1894-1897) had created a beet sugar industry 
figuring heavily in the sugar schedule written into the Dingley Tariff—a pro- 
tectionist interest, incidentally, which broadly supplemented the privileged 
position the wool states already enjoyed in the Senate. When a few years later 
liberals tried to enact duty concessions for the benefit of the sugar-producing 
colonies acquired as an outcome of the Spanish-American War, the beet sugar 
interests opposed reductions with great vigor and with a high degree of success. 
In 1934 no commodity figured more prominently in the resistance to the passage 
of the Reciprocal Trade Agreements Act than did sugar. 

The third and final reason for the West’s making a virtue out of necessity in 
the Republican Party also stresses the protectionist interests located in farm 
areas, although these other interests were not agricultural. But when the interests 


* Taussig, op. cit., p. 240. 

** For details see Taussig’s Tariff History. 

" F. W. Taussig, Some Aspects of the Tariff Question (Cambridge, Mass.: Harvard Uni- 
versity Press, 1934), Chap. V. 
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of salt and copper producers in Michigan, iron and steel manufacturers in Ohio, 
and coal producers in West Virginia (to mention only a few instances) were added 
to agricultural protectionism, there was an even greater incentive for ‘“non- 
protectionist” western farmers to accede to the political realities of the world in 
which they lived. And when all of these factors are taken into account there is 
surely little left of the commonly-accepted thesis that western farmers made a 
poor choice of policies as far as the tariff was concerned. 


Vv 


This discussion of the farmer and the tariff might best be summarized by 
repeating the basic conclusions with which it began. 1. The net effect of farmer 
political pressure has been on the side of high tariffs. 2. The American protective 
system as it developed would have been impossible apart from agricultural 
support. Outside of the cotton South and apart from the period 1830-1860 American 
farmers have contributed virtually nothing to the cause of a liberal trade policy. 
Moreover, the long record of protectionist support in the agricultural West is 
only one reason why it is misleading to suggest (as is increasingly frequently 
done) that farmers have recently become illiveral in this field. Another is the 
fact that in the Southeast lower duty levels are today supported as vigorously as 
they ever were. The record of the cotton states relative to the Reciprocal Trade 
Agreements program over the past twenty years has made a contribution to 
trade liberalism with which John C. Calhoun himself would have been most 
pleased. 





INTERNATIONAL PROGRAMS AND AGRICULTURAL 
POLICY* 


LAWRENCE WITT 
Michigan State College 


International aid programs operating since 1941 have sent over $16 billion 
worth of U. 8. agricultural products overseas. This represents nearly one-half of 
our total agricultural exports during this period of time. Since 1950, aid-financed 
farm exports have dropped from 60 per cent of the total to only 12 per cent (not 
including partial subsidies on wheat). Total agricultural exports declined about 
30 per cent during 1952 and 1953 to the lowest dollar volume since 1946, and the 
lowest physical volume since 1944. See Table 1. There is now much concern in 
agricultural circles with ways in which farm exports can be maintained and ex- 
panded. 

These figures suggest the importance of international programs in providing 
a market for the expanded movement of farm products in the war and postwar 
decades. The food shipped has contributed to the rebuilding of morale and the 
capital structure in the foreign economies and to better nutrition among the 
recipients. But it has also been a powerful force for stimulating price increases in 
the United States market. Elmer Working, for example, has estimated the price 
impact in 1950 if food exports had been at the 1940 level.' In 1950 exports were 
9.9 per cent of production compared with 2.3 per cent of 1935-39 production in 
1940. Working estimates that if this 7.6 per cent additional exports had remained 
here as an increase in domestic supplies retail food prices would have decreased 
by about 30 per cent. This estimate of price change, of course, could be further 
refined into a combination of price declines and increases in CCC inventories. 
Suffice it to note that farmers have gained from the existence of these interna- 
tional aid programs, and the CCC’s problems have been less acute. 

The impact of the programs have been concentrated on a few commodities. 
Approximately 40 per cent of the ECA expenditures for agricultural products 
were for cotton and tobacco (much of it flue-cured). Another 30 per cent was 
spent for bread grains, primarily wheat and wheat flour. About half of the total 
commodity expenditure authorized from April 3, 1948 to June 30, 1951, or $5 
billion, was for agricultural products.? Without question, wheat, cotton and 
tobacco producers have benefited from these programs. Wilfred Malenbaum has 
estimated that about 89 per cent of our recent wheat exports have involved U. 8. 
government financing in whole or in part.’ Recent discussions of the two price 


* This paper represents a review of a seminar with the staff in Agricultural Economics 
at North Carolina State College on November 30, 1953. 

* “Appraising the Demand for American Agricultural Output During Rearmament,”’ 
Journal of Farm Economics, May 1952, pp. 206-224. 

* Quarterly Reports to Congress of the Economic Cooperation Administration, Wash- 
ington, D. C. 

* The World Wheat Economy (Cambridge, Mass.: Harvard University Press, 1953). 
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TABLE 1 
Value of U. 8. Agricultural Exports 
Commercial and Aid Programs (billions) 
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system, a euphonious term for export dumping, suggest that 89 per cent may be 
too low an estimate for 1954. 

A number of branches of American agriculture normally depend heavily on 
the export market. Between 25 and 50 per cent of our production of wheat, cotton, 
tobacco, rice and dried fruit have normally moved into export channels. Logically, 
we would expect these products to receive a major share of the sums allotted to 
food exports. In fact, were this not true we would be asking why greater advan- 
tage was not taken of America’s comparative advantage in food cereals while we 
were appropriating money to help fend off starvation and inadequate nutrition 
abroad. Yet when we note that in 1952 only exports of rice, prunes and raisins 
were in excess of 25 per cent of production, we well may ask whether wheat, 
cotton and tobacco can no longer compete in foreign markets.‘ As we attempt to 
move from aid to trade, are we faced with the alternative of loans and gifts to 
subsidize exports or a fundamental shift in our major crop areas if the slogan 
bears few results? 

In considering these issues it seems appropriate to turn first to some broad 
trends in agricultural policy and then to developments in our vacillating trade 
policy to see what clues may be drawn as to our future course of action. 


SELECTED TRENDS IN AGRICULTURAL POLICY 


The major characteristics of our present agricultural programs were conceived 
in a depression when export markets were small. Export crops were among those 
most severely affected by price declines and most amenable to control programs 


‘ Foreign Agricultural Situation, Foreign Agricultural Service, U.8.D.A., October 1953. 
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because of generally low price elasticities and the large part of the product 
flowing through organized market channels. It was no accident that wheat, cot- 
ton and tobacco became important elements of the programs, although by no 
means the sole focus of attention. 

In the course of operating these programs one of the most important trends 
has been the rising level of price support offered by the CCC in both dollars and 
relative terms. The bases for loans have increased from around 50 per cent to 90 
per cent of parity and even higher. Wage rates for farm labor have been incor- 
porated into the prices paid formula. Even though parity has been modernized, 
the old formula is still preserved to provide higher prices for certain major crops, 
particularly wheat. The reliance on the parity concept itself and the reluctance 
to shift from the 1919-14 base is in large part due to Congressional and farmer 
unwillingness to permit crop prices to fall closer to competitive levels. 

Various indicators have appeared suggesting that prices were out-of-line and 
that changes in resource allocation were in order. Exporters found it more and 
more difficult to maintain the usual flow of farm products overseas. Other coun- 
tries shipped goods to us to take advantage of higher prices while at the same 
time government stockpiles were being accumulated. Wool producers behind a 
high tariff wall and with a “Buy America” policy which forced much American 
wool into soldier’s uniforms, found sheep unprofitable, decreased production and 
became restive for further assistance. Sugar producers found other crops easier to 
grow so long as labor was scarce and difficult to supervise, yet fearing an eventual 
depression, became parties to proposals for increasing sugar subsidies. Many of 
these signs were misinterpreted, or at least led to countermeasures which were 
stopgaps rather than the needed fundamental changes. 

When larger imports of wheat from Canada and cotton from Brazil and Egypt 
appeared, quotas were quickly established under section 22 of the AAA. For 
wheat quotas were set at 800,000 bushels and for cotton at an aggregate of 135 
million pounds with a series of quotas by staple length.’ Except for the market 
allocations under the Sugar Act, this was the first venture of the United States 
into the quantitative restriction field in international trade. The list is much 
longer today. Commodity pressure groups are trying to further increase the list 
using Section 22 authorization. Higher prices threatened imports and fears of 
over-large stockpiles led to import restrictions on butter, cheese, casein, flaxseed, 
a variety of other fats and oils, controls over Canadian shipments of poultry and 
eggs, and to the limitation of tariff concessions to specific amounts of imports for 
cattle, milk, cream, lemons, walnuts, potatoes, and finally for fish and woven 
fabrics of wool, the first non-agricultural products so treated.* Quotas of course 
can be and usually are far more restrictive of trade than tariffs. 


* For specific details of this and other quota restrictions see my article, ‘‘Our Agricultural 
and Trade Policies,’’ Journal of Farm Economics, May 1950, pp. 171-172. 

* The general problem of conflicts between agriculture and trade policy are discussed in 
the article, supra; in D. Gale Johnson, Trade and Agriculture (New York: John Wiley and 
Sons, 1950); and C. Addison Hickman, Our Farm Program and Foreign Trade (New York: 
Council on Foreign Relations, 1949). 
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Thus, though acknowledging the general desirability of a program of freer 
trade, many officials in the Department of Agriculture found themselves echoing 
ideas all too common elsewhere among American citizens. While most people 
will accept the idea of freer trade in the abstract, they do make, or are willing to 
make, one small exception for their particular industry or commodity. Out of 
such exceptions policy is made which reiterates the general policy of protection- 
ism. Gains from trade are general and diffused, while losses from trade are 
specific and individual. 

The other side of the coin includes actions taken to expand exports. Export 
subsidies were paid on wheat and cotton in the late thirties. The inauguration of 
Lend-Lease, UNRRA programs, Interim Aid and ECA received strong support 
from agricultural interests. They served to channel the pressure of increasing 
production into foreign areas. It really was not export dumping. The programs 
were developed for laudable social reasons. But the internal effect was the same 
as export dumping and it made the latter unnecessary. Individuals and groups 
who might have supported or insisted on some or any measures to expand farm 
exports found little room to complain. 

With these aid programs declining in importance and turning more heavily to 
military items, it is necessary to appraise more carefully the commercial possi- 
bilities for continued export of cotton, tobacco, wheat, rice and dried fruits and 
other less important export commodities. Support levels above the world equilib- 
rium price may logically call for export subsidies to the amount of the deviation 
if it can be determined, even though other countries may not recognize the fine 


points of difference. Once inaugurated, our own administrators and certainly the 
pressure group may not stop with only the amount of the price difference. A 
further question is whether our farm products will move at the rate we would like 
if sold at the international price, or whether foreign countries would prefer to use 
their dollars for other items produced in this country. An obvious question at this 
point is whether foreign countries have increased their ability to earn dollars by 
selling goods to America. We turn now to a few trends in trade policy. 


VACILLATION IN TRADE POLICY 


The steps indicated above toward the use of quantitative restrictions are in 
contrast to the over-all direction of trade policy. After the tariffs of 1922 and 
1930, we reversed direction and slowly and reluctantly reduced tariffs under the 
Reciprocal Trade Agreements Act. By 1950 the combination of inflation, specific 
duties on many products and an expanded Trade Agreements Program after 1945 
helped move our tariff levels in the aggregate to about one-fourth the level of 
1930.7 About half the reduction is due to tariff cuts and the other half to price 
increases. Ad valorem or percentage tariffs, of course, did not decline as much, 


7’ Details on these changes are shown in Agriculture, Trade and Reciprocal Trade Agree- 
ments, Technical Bulletin 220, Mich. Agric. Expt. Station, June 1950. 

About two-thirds of the U. 8. tariffs are specific duties (10 cents per pound, 40 cents per 
bushel). It is not fully recognized that substantial reductions in the burden of these tariffs 
have occurred with inflation. Moreover, the relative protection afforded many commodities 
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leading to wide differentials in the degree of tariff reduction. Increasingly, the 
United States is using the same techniques as other nations to control trade. 
Tariffs are no longer the major barriers to trade. Comparatively speaking, the 
United States is a low tariff nation. But like other countries the major trade 
barriers are increasingly found in quotas, embargoes and other restrictions on the 
quantity of imports. Their price impacts, of course, are much more difficult to 
measure. Many of them are in effect a subsidy to the foreign exporter fortunate 
enough to enter his product during the opening days of the new quota period. The 
price effects of such imports are frequently minor or unimportant. 

Now we are engaged in a great debate to determine whether we should turn 
our footsteps to further controls, or stand where we are. It should be mentioned 
that not extending the Reciprocal Trade Agreements will not automatically raise 
tariff rates. Reductions now in effect would legally continue. However, govern- 
ment administrators believe that failure to extend the program is but the first 
step. If its extension is defeated, then a whole series of requests will be made to 
the Tariff Commission for tariff revision, to Congress for protective legislation, 
etc. and decisions in favor of greater protection are more likely to be made. 
Moreover, it will be construed by friendly nations as an overt sign of a funda- 
mental change in U. 8. trade policy, one indicated by many straws in the wind, 
but by no means clear-cut so long as the Reciprocal Trade Agreements remain on 
the books. 

The Randall Commission represented: (1) a postponement from 1953 to 1954 
of the administration’s efforts to set the tone of Republican trade policy. It would 
appear that in the flush of victory the administration program might have 
carried Congress more easily in 1953 than under 1954 circumstances; (2) an 
attempt to have doubtful members of Congress “educated” via the Commission 
investigations and committed to a liberal trade program. The report actually 
submitted represents an unfortunate compromise attempt by the liberal majority 
to bring in at least some of the protectionist members. It failed to do so, and the 
printed report is evidence of the great division which continues to exist. 

Meanwhile, industry after industry is requesting action from the Tariff 
Commission to provide relief from foreign competition. As an example, on Octo- 
ber 30 a number of actions were taken by the Tariff Commission regarding fluor- 
spar, common pins, safety pins, china tableware, kitchenware, table and kitchen 
utensils, and watch movements and parts. These and many more items are under 
consideration. On November 10 the President again refused to increase tariffs on 
briar pipes as recommended by the Tariff Commission. The first refusal in late 
winter of 1953 was heralded as a sign that the administration was not planning 
to reverse trade policies laid down by the Roosevelt and Truman administrations. 
The recent decisions on watches, and lead and zinc are a turn away from these 
policies, albeit regretfully. 

Foreign governments and suppliers are very uneasy about U. 8. trade policy. 
Official protests about specific actions are multiplying in number. Perhaps the 





with specific duties has decreased substantially even if no tariff reductions have been 
negotiated since 1934. 
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greatest number of such protests came from the action in setting quotas on 
cheese imports. With the encouragement of ECA a number of countries built up 
their cheese production with the intention of increasing exports to the U. 8S. Soon 
after the cheese began appearing in this country in larger quantities quotas were 
ordered by Congress, which cut back imports to the low immediate postwar 
levels—less than pre-war as a per cent of production. Such programs do not make 
friends, nor do they implement such slogans as ““Trade, not aid.” 

While unsure of its position on imports, the 83rd Congress had little hesitation 
about sending a substantial amount of wheat to Pakistan. Despite the concern 
about budget deficits and government expenditures and the stated desire to 
reduce foreign aid programs, it is evident that there continues to be a substantial 
desire to support measures which maintain price through encouraging the flow of 
exports. But when it comes to choosing between accepting foreign goods or using 
government funds, the latter approach has more support. There is considerable 
possibility, therefore, that a two price system involving export subsidies will be 
accepted by the administration. The protests and counter-measures from other 
countries would undoubtedly be far greater than those that greeted the Hawley- 
Smoot Tariff. It can have only extremely short run effects and is a highly danger- 
ous program. 

Some of our international programs might be analyzed in terms of equity or 
as a substitute for an international income tax program, whereby our higher 
levels of welfare are in part transferred to other nations. The Technical Assist- 
ance Program clearly comes within this purview. It does not seem appropriate, 


however, to analyze export subsidies and similar programs within this frame- 
work. I judge too that the preferences of our citizenry are such that commercial 
exports are heavily preferred to subsidized exports. 


NEW APPROACH NEEDED 


Another approach to the problem of imports is needed if we are to encourage 
trade. This approach is not a new idea. It was discussed recently by Karl Brandt* 
at our Corvallis meetings and is a standard concept in welfare economics. It 
consists of (1) recognizing that there is a capitalized value or vested interest 
represented by our long period of protection; and (2) setting up a national com- 
mission to pay damages and assist in production shifts for those industries and 
individuals who would suffer from increased imports as tariffs and import quotas 
was liberalized. To do this represents a complicated problem of equity and justice, 
but no more complicated than other such problems which are dealt with regu- 
larly. Firms which were suffering from increased competition would present their 
cases to the Commission, and receive assistance out of general tax funds. The 
payments, properly assessed, would not exceed the gains to the general economy 
in lower prices and increased goods. The nation would gain out of the better 
international relations and the encouragement to other nations to follow our lead 
in liberalizing trade. The payment to injured producers would be paid once and 


* ‘Long Range Prospects for American Agriculture: International Trade,’’ Journal of 
Farm Economics, December 1953. 
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liquidated, replacing tariffs and quotas continuing for a long period as higher 
costs to consumers. Moreover, if this technique were used consistently to quiet 
home opposition to imports foreign producers would, for the first time, have a 
basis for considering that U. 8. trade policy would not be subject to serious 
erratic and unpredictable changes. 

Those familiar with welfare economics will recognize that this proposal sep- 
arates the problem of equity from efficiency. A proposal to lower trade barriers 
involves both a movement towards economic efficiency and a proposal for the 
redistribution of assets between domestic producers of the to-be-imported com- 
modity and consumers in general. Using the compensation principle means that 
the second of these goals is given up in order to facilitate obtaining the first, and 
especially to reduce uncertainty facing foreign producers of imports and their 
governments. There are arguments, of course, about whether the compensation 
principle is worth the effort and complications involved. 

The present wool program is another approach involving the same assumption 
of a capitalized value or vested interest in protection. Tariffs were reduced per- 
mitting a smaller differential between U. 8. and world prices. Meanwhile direct 
government purchases at the old domestic price level was authorized. It is 
proposed that this now be replaced by direct payments or subsidies to wool 
producers’. If to this were added a larger payment contingent upon shifting out of 
wool production, the essentials of the program outlined above would be met. 
Yet one might also argue that this is a line of production which should not be 
sharply reduced for national defense reasons, and that production should be 
maintained at about the present level. Such arguments may be suspicious 
defenses of the status quo, yet cannot be judged by economics alone. 

In the larger sense the recognition of vested interests in protection still does 
not meet the problem of prices maintained far above the world level. Increased 
imports would provide the possibility of substantial commercial exports of 
agricultural and other goods without special international aid programs, if and 
only if action is taken in the domestic policy field to permit prices to function as 
guides to production and resource use. So long as prices are used as a means of 
achieving Congressional and administration goals of social equity in agriculture, 
there will be conflict with trade programs and bitterness and recrimination by 
those whom we consider allies. 

International aid programs have helped postpone the reappraisal of our agri- 
cultural programs. Conflicts with trade programs are unlikely to be sufficient to 
force their reappraisal. A backing up of exports and the accumulation of supplies 
of domestically traded farm products may become so large, however, as to force 
a serious new look at the proper goals and objectives of agricultural policy. 
Statistics on reduced trade and the use of price supports suggest that the time 
may be approaching. Substantial dividends in international relations are possible 
if we can modify the goals and change the techniques of agricultural programs 
in such a way as to live up to our heavy responsiblity as the world’s foremost 
economic power and the political leader of much of the world. 


* Now approved by Congress. 
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Starting with Thiinen, a number of writers have presented systems for de- 
scribing the spatial equilibrium of agricultural production. All of these schemes 
have been deficient or incomplete in one respect or another. The purpose of this 
article is to integrate and extend the disparate elements of such a location theory. 

An effort will be made to define an explicit distance-rent function. Using this 
function, location will be pictured as a result of the rational maximization proc- 
ess. In the conventional statement of the firm equilibrium profit is maximized. 
In the equilibrium statement that follows, it is rent arising from the advantage 
of position that is maximized. The solution is worked out in a multiple-product 
economy and, in the process, the conditions that give rise to zonal production 
and the conditions for entry are made explicit. The whole space system is en- 
larged at the end with the consideration of demand and the mutually inter- 
dependent price system. There follows an attempt to illustrate and summarize 
the nature of the space-price equilibrium under simplified conditions and by 
means of simple equations. No effort is made to introduce modifying and com- 
plicating factors into the analysis. 


DEFINITION OF TERMS 


The lead of Thiinen is followed by recognizing that the controlling factor in 
the determination of land-use is land rent. That form of land-use which provides 
the greatest rent will make the highest bid for the land and hence displace all 
others. The following formula expresses as a function of distance the additions 
to total land rent made by each new unit of the land devoted to the cultivation 
of a single commodity as the distance from the market is increased.' 


R = E(p — a) — Efk (1) 


The variables are classified as follows: 

Dependent Variable 
R = rent per unit of land 

Independent Variable 
k = distance 

Constants or Parameters 
E = yield per unit of land 
p = market price per unit of commodity* 
a = production cost per unit of commodity 
f = transport rate per unit of distance for each commodity. 


1 If the previous theorists in the field of agricultural location have been guilty of a com- 
mon weakness it is their failure to develop an explicit distance function. 

* Under conditions of competition p will naturally be considered as a parameter by the 
groups of firms that make up each industry. 


173 





174 EDGAR 8. DUNN, JR. 


This explicit statement of a distance-rent function brings several points to 
our attention. The present analysis conceives of the industry as the maximizing 
unit.’ * This does not mean that the traditional firm equilibrium is unimportant. 
It merely means that it is subordinated in order to simplify the statement and 
highlight the essential characteristics of the space-price equilibrium. Nor does 
it mean that rent maximization conceived and described on an industry level is 
inconsistent with profit maximization on the firm level. It is the effort of com- 
peting firms to maximize profits that establishes the level of rent for any given 
land use. 

In order to subordinate the substitution problems characteristic of the firm 
equilibrium, it is necessary to make certain simplifying assumptions. (1) We 
assume perfect mobility and divisibility of all factors other than land (i.e., returns 
to scale are constant). (2) We assume undifferentiated resources over space 80 
that yield (EF) is everywhere the same. (3) The supply of factors is adequate for all 
production and is available at constant prices. These three assumptions make it 
possible to assume that the cost of production per unit (a) is constant at any 
distance from the market. We recognize, of course, that EF, a and f typically 
bear some functional relationship to distance in a realistic case. To analyse the 
character of this relationship necessitates a detailed analysis of the theory of the 
firm. Thus it is simpler at the outset to consider them as parameters. The es- 
sential character of the spatial orientation of products on an industry level is not 
significantly modified by this simplification. 

It is worth emphasizing that in the statement that follows the hypothetical 
production unit (the industry) is concerned with maximizing rent and not profits. 
It is because of this factor that the present system considers space or distance 
explicitly. The production problem is not one of adjusting output to a marginal 
revenue line, but one of adjusting the spatial location of production to a marginal 
rent line. Rent in this case cannot be stated as a function of output. Rather it 
must be expressed as a function of distance from the market. Hence the explicit 
consideration of space. 

With the marginal rent function written in the form of equation 1 and with 
the assumptions implicit in the designation of the parameters, it becomes plain 
that the formula describes a linear functional relationship between the two vari- 
ables, distance and rent. This is graphically presented in Figure 1. 


* In this paper the term industry is used primarily to designate a level of aggregation that 
abstracts from the substitution problems of the firm. More specifically, it is a group of firms 
(or farms) producing a single farm product, or, later, a group of firms producing a similar 
combination of farm products by a similar process. 

* In so far as there has been developed for agriculture an articulate theory of location, it has 
been almost exclusively on an industry level of analysis as distinct from the theory of the 
firm. This may be due in part to the fact that this level of analysis shows some promise for 
handling a range of problems that is considered significant for social policy. Attention is 
instinctively focused upon the competition of production systems for the use of the land. 
More important is the fact that this amount of aggregation of the variables offers an at- 
tractive degree of theoretical simplification. At the outset we intend to maintain this con- 
vention. 
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The R-intercept tells us that a unit of land producing at the market will derive 
a rent equal to the yield times the net receipts per unit. The slope reveals that, 
as we leave the market the maximum addition to total land rent per unit of 
land, E(p — a), is diminished for each unit of distance at a rate equal to the 
product of the yield and freight rate. The rent is entirely absorbed at the k-in- 


tercept where tina mst d 


f 


LOCATION AS A RESULT OF THE RATIONAL MAXIMIZATION PROCESS 


The motive force which lies behind the determination of production location 
in agriculture is the same as that which lies behind the equilibrium of all eco- 
nomic forces—namely, the maximization of economic return. In the equilibrium 
statement that follows rent arising from the advantage of position is maximized. 


Mazximization Solution for One Product 


Consider the mechanics of the solution portrayed in Figure 1. We see that 
the sloping rent line which has been plotted may be interpreted as a marginal 
rent line for an industry producing this product. For any value of k it tells the 
rent that will be derived from the infinitesimal unit of land at that distance from 
the market. Thus, as the industry expands its production by placing into cul- 
tivation more distant land (i.e., as we increase the value of k), this line tells us 
the amount that will be added to total rent by each successive unit of land— 
in short, the marginal increment.' In this case the variable plotted along the 


* An acute observer might point out that the formula given for marginal rent is the 
derivative of the area under the curve in Figure 1. Since production will be extended in every 
direction away from the market, the total rent derived from the production of any crop must 
equal, not the area under the curve but the volume of a solid cone of revolution. The true 
marginal rent, therefore, will be the derivative of this volume and not of the aforementioned 
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horizontal axis is distance, not output, and we ignore for the moment the in- 
fluence of the correlated output upon price. Since rent is expressed net of pro- 
duction costs, we recognize the horizontal base line (Ok, Figure 1) to be the 
marginal cost line. The solution that maximizes economic gain is where marginal 


rent equals marginal cost (ie. where k = 2—*) 


Mazimization Solution for Two Products 


Equilibrium Conditions.—Extend the same kind of solution to the case where 
there are two industries producing two products. Such a case is presented in 
Figure 2. 

Consider first the maximization problem of industry I. 

The marginal rent f this industry is represented by AB. However, industry 
II can produce over the same region at a marginal rent represented by CD. 
Since the increment of rent for each unit of land for industry I is greater than for 
industry II near the market, industry I will produce near the market. However, 
the rent yielding potential of industry II over the same area represents an al- 
ternative use of the land. This alternative can be thought of as an opportunity 
cost for industry I. Thus, we see that CD is a new constraint for industry I (in 
contrast to R = 0 in the one-product case). Industry I will consequently extend 
its production spatially until its marginal rent equals marginal (opportunity) 
cost, both expressed as a function of distance. This determines the spatial limit 
of product I at Z in Figure 2. 


area. The first derivative of this function, however, corresponds to equation 1 multiplied by 
a factor of proportionality, 2k. Since this factor makes the marginal rent function a 
quadratic and since it is always divided out in the important operations like determining 
product boundaries and equilibrium conditions, we have chosen to use the simpler form. It 
can be demonstrated mathematically to give the same results. 
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The equilibrium solution for industry II presents a new problem. Since in- 
dustry II has been outbid for the use of the land near the market, it has two mar- 
gins to consider. Spatial location in our scheme is measured in terms of radial 
distance from the market. There is in this case, therefore, both an inner and outer 
limit to establish. In Figure 2 both industry I and industry II can produce with 
profit over the area OB. (We speak of areas because we are really concerned with 
the entire ring determined by these radial distances.) Over part of this area in- 
dustry II yields the larger return. It will extend its production toward the market 
until its marginal rent, CD, equals AB—which now represents marginal cost 
for industry II. The limit of this extension is 2 and this establishes the inner 
limit of production of product II. The outer limit for industry II duplicates the 
equilibrium for the one-product case. It is established where marginal rent, 
CD, equals marginal cost—i.e., the base line Ok. 

Conditions for Ring Formation.—Before we consider more than two products 
or industries, let us examine the conditions that are necessary for rings to be 
established in the two-product case. Since these marginal rent lines are, under the 
present assumptions, linear distance functions, an examination of these functions 
should give us some information. 

If we examine Figure 3a we can readily make one generalization. In order for 
ring formation to develop, the marginal rent functions must cross. One,way of 
expressing this condition is to say that one industry must have a steeper nega- 
tive slope (— Lif; < — E2f2) at the same time that its R-intercept is greater than 
the R-intercept of the second industry [£,(p: — a) > Ex(p, — a@)|.° By the 
same token, Figure 3b reveals that if an industry has a smaller negative slope 
when its R-intercept is greater, or has a larger negative slope when its R-inter- 
cept is smaller, no ring formation will result. In the former case the industry will 
be dominant, and in the latter case the industry will be excluded. In short, the 
rent functions must cross in the positive quadrant. 

These conditions for ring formation reveal the logic of crop transition in its 

* Or, conversely, one industry must have a smaller negative slope at the same time that 


its R-intercept is smaller than the R-intercept of the second industry. This amounts to the 
same thing since it depends on the order in which the industries are numbered. 
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simplest form. At the market one industry (industry I in Figure 3a) will yield 
a greater rent return than the other and will be produced there to the exclusion 
of the other. However, the superiority of product I is lost with distance because 
the freight charges (Z,f,) reduce this superior rent yield more rapidly per unit 
distance than is the case for product II. If this does not happen (as in Figure 3b) 
then product I dominates the entire area. 

Summary statements about the logic of crop transition seem to have been the 
favorite sport of earlier writers in the field. For example, it is an often cited 
Thiinen generalization that products whose transport costs are high relative to 
value will be produced closest to the market.’ Even if we assume that transport 
rates are identical so that transport costs are proportional to weight and volume, 
it does not follow that the product for which the transport cost forms the largest 
percentage of value will be located closest to the market. Examine Figure 3a. It 
cannot be established that the transport cost should form a larger percentage of 
the net value at the market for product I than for product II. Further, when one 
takes into account the change in transport costs over distance we see that they 
may form varying percentages of the net market value depending upon the dis- 
tance from the market. 

Again, Brinkman and Lésch both claim that products with the highest yield 
per acre would be produced closest to the market.* It is plain from the previous 
exposition that a product with high market price and transport rate might occupy 
the favored market position even though its yield in terms of transport units 
was less than some other product. 


Multiple Product Solution 


Equilibrium Conditions.—Consider next the equilibrium solution for any 
number of products or industries. The technical conditions of production and the 
state of our knowledge establish a large number of products or agricultural in- 
dustries that are technically, if not economically, feasible. These we shall desig- 
nate J, , J, , --- J, . Each of these industries has a marginal rent function of the 
type we have been discussing, R, , R, , --- R, . We number these industries in 
the order of the decreasing slopes of their marginal rent functions. 

It is a simple matter to make a generalized statement about the spatial equi- 
librium for any industry. Take J, in Figure 4 to represent any industry, /, . 
This industry will extend its production toward the market as long as it has an 
advantage over the best alternative (in this case 7,). This establishes the inner 
boundary which we designate as k,, (rth industry, inner limit). At the same time 
it extends its production away from the market as long as its marginal rent is 


’ Johann Heinrich von Thiinen, Recherches sur l’influence que le priz des grains la richesse 
du sol et vs impots excerent sur les systems de culture, translated from German by M. Jules 
Laverriere (Paris: Guillaumin et Cie, Libraries, 1851), p. 2. 

* Theodor Brinkman, Economics of the Farm Business, English edition translated by 
Elizabeth Benedict (Berkeley: University of California Press, 1935), p. 89. August Lésch, 
Die raumliche Ordnung der Wirtschaft (second edition, Jena: Verlag Gustav Fisher, 1944), 


p. 29. 
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higher than marginal opportunity cost (in this case /,). This establishes the 
outer limit, k,..On the strength of this we can make a summary statement. 
The spatial equilibrium of an industry is established when 


R, = R,_, (establishes k,,) 


R, = R,4, (establishes k,,) @) 


This includes all possible cases, for when R, = FR, , k,; = 0. Also when R, = 
R, , Rea = 0 and k,, is readily established. 

Conditions for Entry.—The above conditions, however, describe the equilibrium 
process only for an industry that finds it profitable to produce. There are certain 
additional conditions that must be fulfilled before any industry, J, , can es- 
tablish its existence in competition with the rest. 

In the two-product case we do not describe the conditions necessary for either 
industry to be assured of its existence. The reason is obvious. When the condi- 
tions for ring formation are met, the production of both industries is assured. 
We need two conditions to establish ring formation; one to assure that the mar- 
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ginal rent functions will cross, and another to assure that the intersection will 
occur in the positive quadrant. Once we consider a multiple-product case we 
practically guarantee the existence of ring formations.* However, to establish 
the existence of ring formation in the multiple-product case does not assure that 
any one industry can establish its existence in competition with the rest. It is 
necessary for us to develop additional conditions that will, if satisfied, assure 
that a particular industry will produce. 

An investigation reveals that two conditions are necessary. First, the value of 
k for R, = R,.. must be smaller than the value of k for an intersection of R, 
with any of the industries with a smaller slope. This condition assures that /, 
will not be excluded by the competition of any of the industries that come after 
it in the order of diminishing slopes. Second, the value of k for R, = R,.,; must 
be greater than the value of k for the intersection of R, with any of the indus- 
tries with a greater slope. This condition assures that /, will not be excluded by 
the competition of any of the industries that come before it in the order of di- 
minishing slopes. 


CONSIDERATION OF DEMAND AND THE MUTUALLY INTERDEPENDENT PRICE SYSTEM 
Market Equilibrium in the One-Product Case 


The maximization procedure we have been discussing for the industry shows 
that the spatial extent of production is inevitably determined by the process of 
maximizing rent. We can explain the essential elements by considering the simple 
one-product case depicted in Figure 1. In this case both the radial extent of pro- 


duction 25 ‘) and the total area of cultivation [ (5 *\| are explicitly 


determined. Also the total supplied to the market at a given price is determinate 
and equals | Be(? 7 *\| 

All of this is based on the assumption (as has all of the discussion up to this 
point) that the price (p) is a given and constant quantity. Once we take into 
account the influence of demand upon the space equilibrium, however, such a 
simplification is no longer admissible. Even though the industry considers price 


as a parameter in the maximization of rent, price is certainly variable in the 
market. Once price is considered to be variable we see that as the price (p) in- 


creases so does the spatial extent of production (ic, aes *) which gives the 


f 
greatest return, and with it the area of production and supply. Thus, we have 
a positively sloping supply curve for the commodity, and with each supply is a 
determinate spatial location of production. If we face this with a negatively 
sloping demand curve in the central market, there must be an equilibrium price 


* Out of ‘‘n”’ possible cases any two may not fulfill the conditions above, but it is highly 
improbable that there will not be some combination among these that will satisfy these 
conditions. Lésch classifies the values of the variables that will result in ring formation in 
the two-product case. He concludes that zonal production arrangements will be a special 
case. In so doing he overlooks precisely the point made in this note. Lésch, ep. cit., ch. 5. 
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for which the spatial location of production is consistent. This reveals the es- 
sential character of the space-price equilibrium. 


Market Equilibrium in Multiple-Product Case 
The space-price equilibrium works itself out in a similar manner for the mul- 
tiple-product case. Consider any industry (/,) depicted by the marginal rent 
line AB in Figure 5. In this case as in the one-product case the total area pro- 


ducing product r is explicitly determined but is now the area of a ring instead 
of a circle. Thus, 


A= W(Kre? ~~ k,#). 


By the same token at a given price the total amount of the product supplied to 
the market is determined and equal to Ex(k,.2 — k,#*). Again, if the price (p,) 
increases, so does the spatial extent of production which gives the greatest re- 
turn and with it the area of production and supply. We see this graphically por- 
trayed in Figure 5 in terms of the shift from AB to A’B’. The increase in p, 
does not change the slope of the marginal rent line (— Ef) but serves to increase 
the R-intercept E,(p, — a,) and thus produce a vertical shift. The boundaries 
for J, are seen to be farther apart. This establishes once again a positive slope for 
the supply curve. When faced with the negative market demand for the product 
of J, , an equilibrium price is established. 

However, the derivation of a supply curve for J, as a function of p, takes place 
in a different setting from that described in the simple case. In the general case, 
when the price of r increases the boundaries (k,,; and k,.) are moved farther apart. 
The production area (and hence supply) of both J, and J,,, is immediately 
diminished. This is true because the inner boundary of /, is the same as the outer 
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boundary for /,_, and the outer boundary of J, is the same as the inner boundary 
for I,4; and the outer boundary of J, is the same as the inner boundary of J,,. . 
If the supplies of both /,_, and /,,,; are in equilibrium with their prices before the 
increase in p, , this equilibrium will be destroyed. Since the demand for the 
products of these two industries will be large relative to the reduced supply, 
their prices will rise. This will cause vertical shifts in CD and EF (Figure 5) sim- 
ilar to that depicted by A’ B’. This will serve to increase the supply of the prod- 
ucts of J,., and J,,; until equilibrium has been reestablished for these two in- 
dustries. However, the values of k,; and k,,. are changed once again, and the 
production of J, is restricted. We can go on in this fashion but this is sufficient 
to establish the most important point. The spatial orientation of any agricultural 
industry, and hence its supply, is determined not only by its own equilibrium 
price, but by the equilibrium price of all other industries as well. There is no 
simple way, therefore, of describing this spatial equilibrium for any one industry. 
The orientation of them all must be simultaneously determined, and the only 
way to handle the solution is by means of a system of equations. 


SUMMARY >—GENERAL EQUILIBRIUM STATEMENT OF THE SPACE 
ECONOMY FOR AGRICULTURE 


There seems to be a serious question in the minds of many concerning the 
utility of mathematical formulae in describing the complicated relationship of 
pricing. I am convinced that they can serve a useful function in giving a “‘birds- 
eye view” of the complicated interrelated nature of the space-price equilibrium. 
There follows an attempt to illustrate and summarize the nature of the space- 
price equilibrium under simplified conditions and by means of si.aple equations. 
No effort is made to introduce modifying and complicating factors into the analy- 
sis. 

‘There are two conditions of equilibrium. (1) All individuals and industries in 
the economic society base their maximum positions upon equilibrium price. In 
short, they regard prices as constant parameters independent of their influence. 
(2) The equilibrium prices are determined by the condition that the demand for 
each commodity must equal its supply. Lange calls the first of these conditions 
the subjective condition of equilibrium and the latter the objective condition.” 

Subjective Conditions of Equilibrium.—The subjective condition of equilibrium 
is carried out in part by the actions of individual consumers attempting to maxi- 
mize their utility. The equilibrium process for the consumer is so well known that 
there is no need to elaborate upon it here. Suffice it to say that the consumers 
maximize the total utility derived from their income by spending it so that the 
marginal utility of a unit of income is equal for all commodities. This involves 
the usual assumptions about the possibility of ordering consumer utilities and the 
independence of consumer choice. Through this process, with incomes and prices 
given, the demand for consumer goods is determined. This part of the equi- 
librium process can be represented by equations 3. 

” Oskar Lange and F. M. Taylor, On the Economic Theory of Sccialism, edited by B. E. 
Lippencott (Minneapolis: University of Minnesota Press, 1938), p. 65. 
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dD, = F\(¥,, Y2,-°**Ys5 Pr, po,°** Pw) 


(3) 


Dy = PAY1, Yo,*** Yes Pi, Da *** Da) 

Y,, Y:, +--+ Y, represent the income of the s individuals in the economic system. 
D, , Dy «+» D, , and pi, po, *** Px represent the aggregate demand and the 
prices of the n commodities it is possible to produce. This system of equations 
states that the demand for each good is a function of consumer incomes and the 
prices of all goods. Implicit in this system of functional equations is the entire 
equilibrium process of the household. The presentation of this set of equations 
forces us to point out two additional simplifying assumptions." Since we are con- 
cerned with the spatial equilibrium for agriculture alone, (4) we include in our 
system only agricultural commodities. In short, we assume the economy to be 
completely agrarian. The inconsistencies that result from this assumption are 
obvious, but it facilitates a brief exposition of the equilibrium process. (5) We 
assume Y, , Y2, --* Y, to be known constants. No attempt is made in this analy- 
sis to describe the relationship between income and the ownership of and the 
demand for productive factors. 

The effort of each producing industry to maximize revenue represents the 
second aspect of the subjective condition for equilibrium. It is at this point that 
the general equilibrium statement of the space economy for agriculture differs 
markedly from the typical general equilibrium statement. This distinction was 
made in some detail in the definition of terms. 

The details of the production (i.e., spatial) equilibrium for each industry have 
been carefully worked out earlier in the paper. We content ourselves here to re- 
call that each industry maximizes its rent by expanding in both directions (i.e., 
both toward and away from the market) until its marginal rent equals its mar- 
ginal opportunity costs. This process establishes the spatial limits of production 
for the industry, k,; and k,, . We recall further that these limits are determined 
by the marginal rent function of the industry in question and the marginal rent 
functions of those industries restricting its extension on either side. The two latter 
functions serve as opportunity cost restraints for the industry in question. We 
also see that, when we allow for the influence of demand and variable market 
price, the k,,’s and k,,’s are, in reality, determined by the marginal rent functions 
of all industries. This part of the equilibrium process, therefore, can be repre- 
sented by the equations 4. 


kv = oi( Ei, 1, fi, pv; Be, 02, fe, P25 °° En, On JSn 5 Dn) 


Kno = Gnl( Ex, 1, fi, Pr ; E2,Q2,f2, pr TA Ey , Gn »Ja» Pe) 
" The first three assumptions were made explicit in the definition of terms. 
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This set of equations expresses the outer limit of each industry (k,.) as a func- 
tion of the marginal rent functions for all industries. We can also set up a similar 
set of equations for the inner limits for each industry. However, this would be 
redundant for the inner boundary of one industry is the same as the outer bound- 
ary of the one which joins it nearest the market. Thus, once all the outer bound- 
aries are determined, we know all of the inner boundaries. 

E, a, and f in the above equations are all constants. This makes explicit the 
sixth simplifying assumption. (6) The transport rate is constant over time and space. 
It should also be pointed out that in order for equations 4 to be valid we must 
assume (7) that the industries are ordered around a single market. 

Earlier in the paper we pointed out that the supply of a product is determined 
once the spatial boundaries for that product are determined. Equations 5 ex- 
press this relationship. 


S; = Y yar key,? = k, 2) 


Ss, = Eya(kene® = kn?) 

In order for this relationship to be expressed in so simple a form, if is necessary 
to assume (8) that we have an undifferentiated transport network so that the mar- 
ginal rent function of each industry is the same in all directions away from the 
market. 

Objective Conditions.—We come at last to the objective conditions of equilib- 
rium. It is necessary for the supply of a commodity to equal the demand. This is 
the market equilibrium condition. Thus, 


D, = 8&,,D:= 8,-+:-D, = S,. (6) 


Solution of the System.—The four sets of equations (3-6) form a complete 
system. A careful inspection of these equations show that there are 4, unknown 
variables in the system. These are: 

Variables Number of | nhownns 
prices (Pr. . Pad n 
demand (D,...D,) n 
boundary (kis. . kin) n 
supply = (S;. . .8,) n 
4n 
There are n equations in each of the four sets giving 4n equations. When solved 
simultaneously this system, given the present assumptions, will yield a unique 
solution. This solution will provide the price of every commodity, the quantity 
of each commodity that will be produced and consumed, and at the same time 
will explicitly determine the spatial orientation of production.” 


2 The solution presented is similar to that made familiar by Hicks and others (following 
Walras). Since the demand and supply functions are homogeneous in the prices, the solution 
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One thing further needs to be pointed out. Conceptually we have included in 
the n products all products that are technically feasible, given the state of the 
arts. We know that all of these need not establish their existence in competition 
with the rest. However, this presents no problem. If any one industry or product 
does not fulfill the conditions for entry outlined previously, this in effect removes 
four unknowns and four equations from the system. They exert no influence upon 
the equilibrium solution. However, these possibilities always remain. If at any 
time the character of demand and/or technology changes, it is possible for these 
industries to enter the system. 

This, then, is the general equilibrium statement of the space economy for agri- 
culture. It is highly simplified, but it is adequate to illustrate that the location of 
agriculture is a part of the equilibrium process resulting from the exercise of the 
rational economic motive. We hope that it has served to synthesize and extend 
the elements of a location theory for agriculture. 

In our exposition of the general equilibrium system there are listed eight limit- 
ing assumptions. (There are really more, not emphasized, that are common to 
all economic equilibrium systems—spatial or otherwise.) It is the removal of these 
limiting assumptions that will raise legitimate questions about the generality 
and utility of the concept of rings or zones and about the reality of a unique solu- 
tion. 

We regret that space will not allow a discussion of the modifying influence of 
taking some of these factors into account—such things as differentiated resources 
and transport systems, the reality of curvilinear and discontinuous distance- 
rent functions, and the results of considering the firm equilibrium." This is out 


is homogeneous of the zero degree. Hence, there is one less than 4n independent functions. 
(If the values of all but one of the functions are known, the value of that one follows.) In 
the usual procedure, therefore, one of the n goods is taken as a numeraire, as Walras calls 
it. The prices of all other goods are expressed in terms of the price of the numeraire. The 
solution is in terms of 4n — 1 ratios, the relative prices. 

It should be pointed out, however, that the conventional solution is not mathematically 
correct. We become involved in the attempt to find a common solution for two sets of in- 
compatible equations. The assumption of fixed incomes in the demand equations is incom- 
patible with the assumption of the maximization of rent revenue in the supply equations. 
(These variable rents represent incomes for consumers.) 

Two approaches can be taken in removing this incompatibility. We can introduce a new 
set of equations that will specify how the social product is distributed. A second alternative 
is available that allows us to avoid complicating the analysis further. We can assume that 
the government owns all productive factors and produces according to our maximization 
criteria. It takes all of the social product and pays to individuals money incomes that are 
specified in amount. If we make this assumption we can make our system of functions con- 
sistent and retain them without alteration. Since, in effect, the numeraire is now extraneous 
to the system, the demand functions become homogeneous in both incomes and prices. There 
are now 4n independent functions, and each solution will give absolute money prices for all 
n commodities. 

I am indebted to Dr. Cecil Phipps of the Mathematics Department at the University of 
Florida for this bit of enlightenment relative to the mathematics of the solution. 

‘3 If the reader is interested in a detailed account of the consequences of these factors for 
the location of agricultural production, see Edgar 8. Dunn, Jr., The Equilibrium of Land 
Use Patterns in Agriculture (Gainesville: University of Florida Press, 1954), 
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of the question. However, we would like to suggest the consequences for location 
analysis of considering the joint-cost character of farm production on the level 
of the firm.” 

When this is done one realizes that it is an unnecessary simplification to assume 
that an agricultural ring or zone is engaged in the production of a single product. 
Any one ring or zone of agricultural production may be devoted to any number 
of products in combination. Further, the same crop may appear in several suc- 
cessive zones. This fact has been a source of confusion. It has led many to con- 
clude that, in a realistic situation, the Thiinen rings do not exist. This is not true. 
For example, one cost inwrrelationship may call for the production of A, B and 
C joint:y. An alternative cost interrelationship may result in the joint production 
of A, B and D. The production of A, B, and C will yield one marginal rent line 
on an industry level, and the production of A, B, and D will yield another. 
As the distance from the market increases a point is reached where the rent line 
for ABC falls below the rent line for ABD. When this takes place ABD as a 
system replaces ABC. Tkroughout the area encompassed by these two zones 
both A and B will be produced, sometimes with C and sometimes with D. To 
the uninitiated it may appear that there is nothing left of the zonal pattern of 
arrangement attributed to Thiinen. However, the analysis is not altered in any 
essential respect. When the combination of products which forms any one system 
is altered by the addition of a new product or the replacement of an old, a new 
ring or zone is established.“ Once we recognize that farming takes place in 
systems, the analysis is complicated in two ways: (1) the rent yield and the 
marginal distance rent lines are based upon the total operation and not the pro- 
duction of one product; (2) the total number of possible rings or zones is greatly 
increased. The number of rings is no longer limited to the number of feasible 
products but to the number of possible combinations of these products in systems. 
These are important differences and they change the whole complexion of the 
location analysis for agriculture. However, the basic principles that describe the 
equilibrium of the space economy remain unaltered. 

Two closing comments are in order. This kind of descriptive analysis is cer- 
tainly not an operational model. An exercise of this sort must find its utility as a 
framework of reference in identifying important variables and important in- 
terrelationships in tackling any specific research problem. It may particularly 
serve the latter. Research in the field of farm economics and regional analysis 


'¢ We would like to emphasize that to dip into the theory of the firm to consider the reality 
of multiple-product production is not intended at this point to unleash all of the vari- 
ability over space of yield (2) and cost of production (a). We are considering the modi- 
fications of one aspect of the firm equilibrium alone—namely, joint-cost and multiple- 
products. 

'® Many interesting results may be identified with irregular transformation functions of 
various types. Large changes in local prices may bring about very little change if the trans- 
formation function is sharply curved. A wavy transformation function may bring about 
abrupt and discontinuous change in the product mix with a small change in local prices. 
In another case we might find recurrence of a production system at different distances 
from the market. 
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needs sorely to take account of these interrelationships. As a single example, in 
developing a prognosis for the citrus industry in Florida, how important it is to 
be aware of the competition for the use of the land it faces from a growing cattle 
industry. 

Lastly, this descriptive system is particularly lacking in that it does not take 
into account industrial production and its interrelationship with agriculture, 
nor does it take into account the influence of multiple markets. Isard has a vecent 
article in which he develops a mathematical analysis that is completely general 
in the sense that it handles all forms of production and considers market areas 
and supply areas as well. His unifying principle implies the various existing 
location theories and must be considered a core element of a general theory of 
location." 


‘6 Walter Isard, ‘‘A General Location Principle of an Optimum Space Economy ,’’ Econo- 
metrica, Vol. 20, No. 3, July 1952, pp. 406-430. 
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An interesting and instructive case study of a union’s adaptation to technical 
change can be found in the women’s garment industry. In the latter half of the 
nineteenth century the center of the women’s garment industry was in New York 
City. Immigration was unrestricted, and skilled tailors from Europe became the 
work force for the new expanding needle trades industries. The system of labor 
was unspecialized, an individual skilled worker making the entire garment. Man- 
ufacturing was carried on in small unsanitary shops—the so-called ‘‘sweatshops.”’ 
Gradually, new methods and machinery were introduced. By the beginning of 
the twentieth century the manufacture of a garment had been subdivided into 
several basic crafts—cutting, operating, finishing, and pressing. Although the 
sewing machine operated by foot power was the only machine in use at that time, 
eventually cutting machines, pressing machines, special purpose sewing ma- 
chines, and electric power came into use. Despite the introduction of these and 
other machines, the basic system of manufacturing women’s garments remained 
unchanged. 

For many years the manufacture of women’s garments in the New York market 
has been dominated by the so-called tailoring, or whole garment, system. In this 
method of production a skilled operator sews the entire garment. One operator 
makes the outer shell of the garment, sews the parts of the lining together, and 
then attaches the lining to the body. In the newer section work system, on the 
other hand, the sewing of the garment is broken down into many subdivisions 
with each operator performing only one small operation. Thus, one operator will 
work only on sleeves, another on collars, a third on cuffs, ete. 

Section work was first introduced into the men’s clothing industry, for men’s 
clothing is a relatively staple article. In women’s clothing, by contrast, the style 
factor is dominant. About 40 years ago large men’s clothing manufacturers began 
to set up section work shops where the work was subdivided into many small 
operations—as many as 150 in some shops. In the manufacture of women’s gar- 
ments, however, the introduction of section work was held back because of the 
highly seasonal character of the industry and the great variety of styles produced. 


' This paper was prepared with the aid of a grant from the American Philosophical So- 
ciety. In the preparation of this paper the author has obtained information and advice from 
numerous representatives of labor and management in the women’s garment industry. A 
particular word of thanks is due to the following: Roy Helfgott, Henoch Mendelsund, Julius 
Hochman, Murray Gross, Frank Lieberman, William Gomberg, Leon Stein and George 
Griffiths of the International Ladies’ Garment Workers’ Union; Lou Rolnick of the Mutual 
Security Agency, and Alan Raphael of the Joselli Suit Company. Their aid does not indicate 
agreement with the conclusions. Any errors of fact or judgment are my sole responsibility. 
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It is obviously difficult to devise a system whereby the sewing of a garment could 
be efficiently divided into sections when an individual manufacturer might pro- 
duce as many as 100 and more styles in a season. Section work is profitable only 
when there is mass production of the same garment. Recently, however, the in- 
dustry has become more interested in introducing the newer section work system 
to displace the older tailoring system. Industry groups feel that it is more efficient 
and results in lower labor cost per garment. 

Among the factors that have been responible for the recent growth of the 
system are the high wages and inadequate supply of skilled workers, the need to 
train workers quickly for their jobs, improved mechanical devices, and the 
greater simplicity of today’s women’s wear as compared with the past. 

The International Ladies’ Garment Workers’ Union has witnessed the intro- 
duction of section work with mixed emotions. On the one hand, there is the feeling 
that its spread is inevitable; on the other hand, the union has at times utilized 
its power to limit use of the system. The union was organized and built by immi- 
grants from eastern and southern Europe. They are skiiled craftsmen who have 
worked all their lives on the whole garment system. Because the section work 
system can function with relatively unskilled labor, its introduction might cause 
job dilution and a loss in status and wages for the older skilled workers. These 
older skilled craftsmen, although today a deciining percentage of the membership, 
exercise political control of the union; the great majority of the union officers 
are from this body of older skilled immigrant craftsmen. The union feels that it 
has a major obligation to this group which organized the union and is, therefore, 
attempting to maintain their jobs and earnings by resisting the spread of the 
section work system. 

The introduction of the section work system of manufacturing involves the 
balancing of the interests of the industry, the workers, and the union. Section 
work places increased pressure on collective bargaining and presents numerous 
new industrial relations problems for management and labor. This article at- 
tempts to analyze the various issues and problems involved in the introduction 
of section work. The study is limited to two major sections of the ladies’ garment 
industry—dresses, and coats and suits in the New York market. It is in these 
branches of the industry that there has been the major conflict over the section 
work problem. 


The women’s garment industry presents a striking contrast with the usual 
case of technical advance in which employers are quite anxious to introduce the 
new and improved technique. While certain employers have been attempting to 
introduce section work, numerous employers are quite content to continue with 
the older whole garment system. The women’s garment industry is basieally the 
domain of the small businessman. Entrance into the industry requires very little 
capital. The activities of firms in the industry lie outside the network of big 
business, the security markets and the investment banks. Each firm is operated 
by an individual or two or three partners. The corporate form of organization is 
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adopted to escape personal liability rather than to raise large quantities of 
capital. The amalgamation of small firms into large combines is unknown in the 
industry. The market facing the businessman is a highly uncertain one. Style is 
the major factor in the women’s garment industry.? The element of style places 
a great emphasis on imagination, ingenuity, and speed of delivery of the finished 
product to the retail outlet. Productivity, general efficiency, and close figuring 
of costs are of far less importance in making profits than is the correct gauging of 
the styles which will be acceptable to the consumer. The average women’s dress, 
coat, or suit factory hardly resembles a River Rouge. The majority of firms 
employ fewer than 50 workers. Most factories in the industry, save for some 
newer sewing and cutting machines, look and operate as they did 30 years ago. 
Capital investment per worker was only $400 in 1940, as compared with $2,450 
to $6,000 in most manufacturing industries.’ Most of the entrepreneurs in the 
industry are unaware of modern managerial methods and have only a passing 
acquaintance with cost accounting and industrial engineering. The rate of turn- 
over is quite high with about 20 per cent of the firms going out of business every 
year.‘ 

Section work has many advantages for the employer. As compared with the 
whole garment system, section work can be performed by workers possessing 
fewer and lesser skills. Thus wage rates will be lower and the labor cost per gar- 
ment less. Furthermore, since section workers require only a limited amount of 
skill, they can be trained within several weeks to become proficient operators, 
whereas the training of skilled workers who would be proficient in the manu- 
facture of a whole garment requires a considerable period of time. In New York 
City the supply of skilled workers was usually adequate for the industry’s needs. 
However, as the industry expanded out of New York City into Pennsylvania, 
New Jersey, Connecticut and upstate New York the supply of skilled workers 
became a serious problem. The adoption of section work techniques meant that 
the required workers could be quickly trained for their relatively simple tasks. 
Even in the New York City market some shortages of skilled labor have begun 
to develop. The old-time skilled tailors who came from Europe before World War 
I are dying out; there have been very few replacements for them. The industry 
feels that section work will obviate the need for the development of highly skilled 
workers and the lengthy training periods involved. 

Furthermore, by working constantly on only one small operation the worker 


* This is discussed in great detail by Helen E. Meiklejohn in ‘‘Dresses—The Impact of 
Fashion on a Business’’ in Price and Price Policies, Walton Hamilton, ed. (New York: Mc- 
Graw-Hill, 1938). See also Report and Record, Twenty-Seventh Convention, I.L.G.W.U., 1950, 
p. 191. 

* Julius Hochman, Industry Planning Through Collective Bargaining, N. Y., 1.L.G.W.U., 
1941, p. 10. 

* An amusing description of the ladies’ garment industry is to be found in ‘Adam Smith 
on 7th Avenue,’’ Fortune, January 1949, p. 73 ff. Details of the technical aspects of the in- 
dustry are contained in the following: Bertrand Frank, The Progressive Serving Room (New 
York: Fairchild Publications, 1948); M. L. Disher, American Factory Production of Women’s 
Clothing (London: Devereaux Publications, 1947). 
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can become quite proficient at it with a consequent increase in his productivity. 
Section work also makes feasible the use of such specialized devices as folders 
and gaugers which are attached to the sewing machine. An operator working on 
the whole garment system might find these attachments a nuisance because they 
can be used in only one phase of the garment’s manufacture and have to be 
swung away from the machine when not in use. In the section system, however, 
a particular operator would work only with these special attachments and their 
use would be feasible. Lastly, better quality control can be maintained with 
section work. It is possible to have intra-process inspection of each garment, thus 
reducing rejects and improving quality. When an operator sews an entire garment 
together by himself such inspection during the manufacturing process is neither 
feasible nor convenient. 

Section work, however, has several disadvantages. The section system requires 
a larger plant and more machinery than the whole garment system. It also calls 
for a larger inventory of piece goods and cut-up goods going through the manu- 
facturing process, which requires an increase in capital investment by the owner. 
Although in most American industries an investment will be made if it will result 
in higher productivity, in the women’s garment industry most entrepreneurs are 
small operators who are loath to increase their investment in the business. More- 
over, section work demands careful management and supervision and detailed 
coordinated planning of production flows. The average entrepreneur in the industry 
lacks the managerial and engineering ability to plan efficiently the section work 
manufacturing process. He may also be reluctant to hire the necessary technical 
talent. Under the whole garment system the manufacturer or contractor can turn 
over the sewing of the garment to one individual worker and be assured that he 
will receive a satisfactorily completed garment. The demands on his mana- 
gerial abilities are thus at a minimum. In fact, some firms have adopted section 
work and then decided to give it up because of the large amount of supervision re- 
quired for its smooth and efficient operation. 

The section work system is, of course, an adaptation of mass production 
assembly line techniques, the success of which depends on a large output of a 
standardized product. Here we find the major deterrent to the use of the section 
work system for the women’s clothing industry is dominated by the style factor. 
No style stays on the production line very long, and the output of each is limited. 
Changing styles require flexibility in production techniques, and the whole 
garment system provides the entrepreneur with more elasticity than the section 
work system. There have been cases of firms which installed section work systems 
at great cost but had to discontinue them because frequent style change resulted 
in a small output for each style. Section work is superior if the manufacturer is 
assured of a long run on one style. Thus, its greatest success has been achieved in 
a field such as house dresses where the style factor is at a minimum and long 
production runs of one style are possible. During World War II, when the tradi- 
tional diversity of styles was restricted by the War Production Board to conserve 
textile fabrics and wartime influences confined styles to simple and severe lines 
to conform to the military spirit in the country, manufacturers were able to 
plan on long runs of a single style. Thus section work systems were set up and 
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operated successfully in a number of shops.’ When the war ended, however, 
style again became the dominant factor in the industry. Long production runs on 
a single style were no longer possible, and many firms, particularly in the dress 
section of the industry, gave up the section work systems installed during the war. 

Finally, section work substantially increases the process time involved in 
manufacturing. It is estimated that a section work shop can deliver orders ap- 
proximately three weeks after they have been received. A whole garment shop, 
by contrast, can make deliveries in three to four days. Because the retailer of 
women’s clothing is worried about the rapid obsolescence of his merchandise, 
he places his orders at the last possible moment to assure himself of the latest 
styles and presses the manufacturer for immediate delivery. In addition, a retail 
store places great emphasis on being the first to make the initial showing of a new 
style, so that a delay of even a week or two in delivery may destroy a large part 
of the value of a shipment. Thus, time is important in the industry. Section work 
may be more productive, but the jobber and manufacturer may want swift and 
flexible deliveries which can only be achieved by the whole garment system. The 
small entrepreneur operating on the whole garment system can survive because 
he provides the flexibility and elasticity which the industry requires. 


Ill 


In view of the advantages and disadvantages of the section work system it is of 
interest to consider now the extent of section work in the women’s dress, coat, 
and suit industries. In the fall of 1950 the New York Dress Joint Board undertook 
a survey of firms with which it had contractual relations. In Manhattan one 
per cent of the workers and less than one per cent of the shops were on a section 
basis. In outlying districts (Queens, Brooklyn, Bronx), a substantially larger 
number of shops were operating on the section work system. In the out-of-town 
shops (Long Island, New Jersey, Connecticut, Pennsylvania, and upstate New 
York) almost 20 per cent of the shops, employing almost 29 per cent of the out-of- 
town dress workers, were operating on section work. 

Section work shops accounted for 10 per cent of total sales of firms under 
contract with the New York Dress Joint Board in 1950. In the cheaper lines 
($6.75 and below, wholesale) sales of section work shops totalled $39,560,000, 
16.7 per cent of sales for all sales in that price line. In dresses selling for above 
$6.75 (wholesale), section work shops accounted for $28,800,000 in sales, 6.4 per 
cent of the total sales in the higher price lines. Thus, in the dress industry section 
work is concentrated in the lower pric. unes and in shops outside New York City. 

Exact figures on the women’s coat and suit industry are not available. A report 
prepared by the NRA in 1934 indicated that 11.5 per cent of the workers in the 
coat and suit industry were employed in section work shops. In New York City 
only 9 per cent of the workers were so emplyed, while the proportion for the 
rest of the country was 25 per cent.‘ The Bureau of Labor Statistics made a 


* Report and Record . . ., op. cit., p. 74. 

*U.8., National Recovery Administration, Division of Review, ‘Report of the Commis- 
sion for the Coat and Suit Industry,”’ by George Gordon Battle, Chairman, N. I. Stone, 
Paul F. Brissenden, Work Materials No. 10. March 1936, pp. 75-76. 
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sample survey of the women’s coat and suit industry in 1946. Of themaleoperators 
in their sample, 2,153 were employed in section work production and 7,683 in 
whole garment shops. Female operators were in almost exactly the reverse ratio, 
7,925 section workers and 1,874 whole garment workers.’ 

The New York Cloak Joint Board has estimated that approximately a fourth 
to a third of the Board’s 60,000 members are employed in section work shops. 
Most of the cloak shops outside of New York City areon section work. In Brook- 
lyn there are about 10,000 workers of whom about 6,000 are section workers. In 
Manhattan, the heart of the nation’s coat and suit industry, only 2 per cent of 
the workers are in section work shops.* A good many of these workers are em- 
ployed in shops which formerly manufactured men’s clothing. In the men’s 
clothing industry, section work has been the established system of production for 
sometime. Many men’s clothing manufacturers turned to manufacture of 
women’s suits and coats and maintained the section work system which they 
already had. 


IV 


The older workers in the union have been concerned about section work be- 
cause of its possible effects on craft skills and wages. 

To the individual worker a technical change may carry with it the threat of 
unemployment, job dilution, obsolescence of his skill, a loss in status, and a loss 
in wages. Once a new machine is installed, however, the workers must adjust to 


it. Eventually a new generation of workers arrive who do not have the craft 
pride of the. older generation and do not see the machine as an enemy. Thus, 
it is the transition period in the introduction of technical changes which involves 
the greatest human costs and psychological adjustments. This appears to be 
true of the introduction of section work. The membership of the ILGWU has 
undergone a profound change in recent years. The children of the immigrant 
craftsmen who formed the original labor force of the women’s garment industry 
have not followed their parents into the needle trades. In New York City a large 
part of the labor force in the industry is now Negro and Puerto Rican. In New 
Jersey, Connecticut, Pennsylvania, and upstate New York the labor force is 
predominantly women. The older immigrant workers are concerned about section 
work; the younger workers are not. Outside of New York City most of the 
workers have worked only in section work shops, and, therefore, do not face the 
psychological problem of adjustment to section work that confronts the older 
craftsmen who have worked under the whole garment system all their lives. In 
interviews in section shops outside of New York City this author found that most 
workers had no conception of what the whole garment system was. The entrepre- 
neur who wishes to open a section work shop might do best to start with raw 
workers who have had no acquaintance with the whole garment system. 
Section work definitely undermines the significance of craft skills. Workers in 
any industry who have spent years acquiring a skill and have a sense of crafts- 
manship will oppose a technical change which threatens to de-skill them. The 


7 U.S. Bureau of Labor Statistics, ‘‘Women’s and Misses’ Suite and Coats, 1946,” Table 6. 
* Estimates of the New York Cloak Joint Board. 
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skilled craftsman also has a strong sense of independence. A skilled operator 
who takes pride in his workmanship will resent a new production system in which 
he becomes a semi-robot and performs only one small operation. Furthermore, 
eraft pride will cause workers to become upset if an unskilled seam joiner, for 
example, is paid the same wage as a skilled whole garment worker. Craft pride is a 
psychological matter; it may be irrational but it must be accepted for what it is. 
At the national conventions of the ILGWU various locals have introduced resolu- 
tions calling on the union to stop the spread of section work or to abolish it 
entirely. 

There is the possibility that the problem of the older skilled worker will solve 
itself in the future. In the coat and suit industry 21.2 per cent of the workers are 
60 years of age and over, 48.5 per cent are over 50 years of age.’ In the dress 
industry 8 per cent of the workers are over 60, and 31.6 per cent are over 50.'° 
Almost 40 per cent of the workers in the dress, coat, and suit industries are over 
50 years of age. Both the Dress Joint Board and the Cloak Joint Board have 
retirement funds for their members. Within a decade or so, through death and 
retirement, the bulk of these older skilled craftsmen will be out of the union and 
the industry. As the older members leave, the union may not have any internal 
political reason for opposing the spread of section work. Furthermore, as the 
older workers disappear, the supply of highly skilled operators will rapidly 
diminish. The industry will find itself with workers of limited skill who can only 
be employed in section work shops. 

As far as wages are concerned, however, the matter is somewhat different. 
The ILGWU is quite strong. If a manufacturer or contractor were to attempt to 
convert his shop to section work the union would insist on the retention of his 
present labor force. In the setting of piece rates under the whole garment system, 
the union bargains on the entire price of the garment. In section work shops, 
however, a rate is set separately for each operation. A whole garment price 
settlement includes an allowance for handling time which is eliminated in section 
work. It has been found that the total price for the garment is usually more 
under the whole garment system. Furthermore, when a style change occurs, 
through bargaining, a new rate is set for the whole garment. In section work, 
however, there is a tendency for the rate for each operation to remain the same 
when styles change. Thus the skilled workers feel that they can earn more under 
the whole garment system. The union attempts to set wage rates in section work 
shops at such a level that whole garment workers who are employed in them 
will not suffer any loss in wages. The union also attempts to have workers in 
section shops compensated for losses in earnings due to delays in receiving work, 
breakdowns in the production line, and changes in styles and fabrics. Thus the 
older workers may not suffer a wage loss because of the transition to section work. 
The activities of the union in this area, which are quite extensive, are examined 
in the next section. 

* Figures compiled by the Research Department of the New York Cloak Joint Board. 

1° Data derived from the October 1950 census of dressmakers covered by the Retirement 
Fund of the Dress Industry of New York. 
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The ILGWU has always maintained a positive attitude toward scientific 
management and technical change." To a very great extent this is conditioned 
by the nature of the industry in which it operates. Competition formerly was at 
the expense of the workers’ wages and working conditions. The union realized 
that if it was going to prevent wage cutting it had to bring stability into the 
industry and improve the over-all level of efficiency. The union is active in the 
affairs of the Nationa! Coat and Suit Industry Recovery Board, which attempts 
to improve labor standards and promote fair trade practices. The union has also 
set up a strong Management Engineering Department under the direction of 
Dr. William Gomberg, which will w... vith employers to increase plant effi- 
ciency. 

Furthermore, the union has attemptev to force the industry itself into in- 
creasing its efficiency. Julius Hochman, manager of the New York Dress Joint 
Board, advocated in 1941 a comprehensive plan to rationalize and rehabilitate 
the dress industry.” The union demanded greater industrial efficiency and 
sounder sales promotion by the industry. The 1941 agreement between the dress 
industry and the Dress Joint Board provided for compulsory standards of effi- 
ciency in plant management and empowered the union to bring before the im- 
partial chairman any manufacturer who failed to live up to these standards. 
Management still has the complete right to manage, but under the collective 
bargaining agreement it also has the obligation of efficiency. 

The union has also had a realistic and progressive attitude toward the section 
work problem. It has not opposed introduction of the system provided that 
hardships were not inflicted on the workers concerned, although it has had to pur- 
sue a very delicate course in view of the fact that the older members time after 
time demanded the restriction or prohibition of section work. The leadership has 
realized that it might be necessary to permit a moderate amount of section work 
in the New York market as a hedge against competition from section work in 
other markets. 

In the coat and suit industry the union officially for many years refused to 
recognize the section work system. The union, however, was well aware that the 
system existed and was spreading rapidly outside of New York City and to some 
extent within New York City. Thus officially the union was neither for nor against 
the system. This in essence was adjustment to an internal political situation. 
No union officer could very well state officially that he favored section work. 
However, the leadership recognized that section work had advantages for large 
producers and was spreading. It would have been equally unrealistic therefore to 
oppose the system. Peace was maintained by simply not giving official recognition 
to the problem. Some union officials, notably Israel Feinberg, former manager of 
the New York Cloak Joint Board, maintained that the union was foolish not to 
recognize section work. He felt that the union could trade off section work for 


1! Examples are to be found in Kurt Braun, Union-Management Cooperation (Washing- 
ton: Brookings Institution, 1947), passim. 
1 Hochman, op. cit. 





196 NATHAN BELFER 


some major concession on the part of the industry. He had hopes of inducing the 
industry to adopt a guaranteed annual wage and thought that it could be secured 
in exchange for the union’s acceptance of section work. 

In the 1951-1954 Collective Agreements between the union and the trade 
associations in the women’s coat and suit industry, official recognition is given 
to section work. Although a substantial part of the industry had been operating 
under section work for some time, this was the first time that the collective 
bargaining contract had recognized it as a lawful system of production. The 
union was concerned with the maintenance of earnings for workers in section 
work piece shops. Under Article thirteen of the agreement the Impartial Chair- 
man had the job of settling guaranteed minimum wages for the several crafts in 
section work piece shops, and also of determining the average earnings of the 
various crafts. In addition, he had to set up a procedure for the future settlement 
of piece rates in section work shops. His action under this clause resulted in a new 
settlement of piece rates in section work shops with an increase in wages earned by 
the workers.” 

In the dress industry, section work has made more rapid strides than in the 
coat and suit industry. Dresses sell for a lower unit price than coats and suits, 
volume is larger and, consequently, section work is more feasible. Furthermore, 
dress workers are less craft conscious than coat and suit workers, and their 
opposition to section work has been less vigorous. Thus the union officials in the 
New York Dress Joint Board did not have the same internal political reason for 
not recognizing section work as did officers of the New York Cloak Joint Board. 
The union has attempted to maintain earnings of section workers in dress shops 
on a par with whole garment workers. In 1942 the Management Engineering 
Department of the International Union made a survey of section work for the 
New York Dress Joint Board.“ The Engineering Department concluded that 
section work could be successfully introduced into the New York market. They 
felt that although there might be some problems in retaining workers accustomed 
to the whole garment system the difficulties could be surmounted. It was empha- 
sized that management would have to install rational systems of production 
control to make section work effective. The 1947 Collective Agreements in the 
dress industry contained a supplement on the methods to be followed in the 
proper operation of a section work shop. The provisions are quite specific and 
designed to assure high levels of efficiency and productivity in section work shops. 
The 1951 contracts in the dress industry allow a manufacturer to introduce 
section work into his shop merely by coming to an agreement with the workers 
and the union on rules and regulations governing the new operations. The specific 
safeguards which the union has attempted to secure in agreeing to section work 
are discussed in detail below. The contract also provides that the Impartial 


“Determination of the Impartial Chairman in the Matter of Article Thirteenth of the 
New Collective Agreement signed June 15, 1951.’’ Sol Rosenblatt, Impartial Chairman, New 
York, August 29, 1951. 

% Memorandum prepared by the Management Engineering Department, I.L.G.W.U., 
for the N. Y. Dress Joint Board, April 10, 1942. 
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Chairman shall, at all times, have jurisdiction over controversies with respect to 
the operation of the section work system. The union and the companies, however, 
have been able to come to agreement in individual cases of conversion of shops 
to section work. Thus, no issue has been referred to him and the Impartial 
Chairman has not taken any action.” 


VI 


The union faces two major problems with the introduction of section work. 
First, there is the difficulty of setting piece rates in piece work section shops. 
Second, there is the problem of operators’ losses of earnings due to delays in 
receiving work, changes in style, change of operation, interrupted scheduling, 
changes in fabric, and changes in product. 

In the setting of piece rates the union has developed the unit system of piece 
settlement. Although the women’s clothing industry is characterized by frequent 
style changes, certain parts are common to all women’s wear at all times. These 
fundamental parts are known as the body of the garment. In 1936 a group of 
industrial engineers studied these fundamental parts and established the standard 
time required for the necessary operations. These standard times for fundamental 
operations have been listed in a schedule. When a style change occurs, the 
schedule is used to determine the time required to make the garment. The 
schedule is consulted for the body time, to which is added the time required for 
the additional operations due to the style changes. Once the time is determined 
it is simple to translate the time units into money terms. The wage clauses in the 
collective bargaining agreements set a minimum hourly earnings rate. The 
piece rate for each garment is set in accordance with this wage. The unit system 
of piece settlement simplifies considerably the problem of rate setting in the 
industry. 

In section work the development of sound piece rates raises many acute prob- 
lems. Many section work shops have operated on a week work basis and have 
thus avoided the problem of setting piece rates. However, piece rates are favored 
in the industry as a spur to efficiency and the union has been increasingly faced 
with the problem of developing a sound piece rate structure for section work 
shops. The unit system of piece settlement cannot always be applied in section 
work. The method of sectionalization varies widely from factory to factory. In 
section shops under agreement with the N. Y. Dress Joint Board the number of 
sections varies from two to eighteen. Thus, a fixed rate for a specific occupational 
title has a different meaning in different shops. The operation of collar setting, 
for example, can be subsectionalized in a number of different ways. To develop a 
standard collar setting rate which will be applicable on a market-wide basis is 
an exceedingly difficult task. The different degrees of sectionalization between 
shops makes it difficult to set market-wide piece rates, and at the same time 
secure equal earnings opportunities for all sections of the garment. The workers, 
of course, demand equal earnings opportunities if they believe that their skills 


16 Letter of Harry Uviller, Impartial Chairman Dress Industry, to the author, November 
10, 1952. 
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are comparable. Section work piece rate setting can thus create internal tensions 
and frictions for the union. 

Another problem is that piece work rates for section work are not correlated 
with operations as they are actually performed in the factory. Over-all rates are 
built up by the union from detailed schedules of individual operations. These 
schedules are submitted to the manufacturer. The manufacturer, however, may 
break down his manufacturing operations differently from those set up on the 
section work schedules. The manufacturer and the union price committee in the 
shop then have to subdivide the over-all rate for the garment among the different 
sectionalized operations. Union officials have been spending a considerable 
amount of time visiting shops to see that a proper allocation of the settled rates 
has been made among the sections.'* The Management Engineering Department 
has entertained the thought that piece rate settlements in section work could be 
most effectively handled by retaining rate schedules established under the whole 
garment system and then giving the manufacturer a specified percentage below 
the settled piece rate on whole garments. This percentage would represent the 
savings that accrues from section work. The union and the manufacturer would 
then have to agree on the detailed breakdown of the total rate for the garment 
between the various sections. 

Price settlement on a section work basis means a lower labor cost per garment 
for the manufacturer. The union believes that in return for this the manufacturer 
should maintain a high level of internal factory efficiency so that the individual 
worker can receive a fair week’s wages. 

To safeguard section workers against a loss of wages because of delays several 
conditions must be maintained. First, there should be long runs onthe same style. 
Changes in style cause the worker to loose his work pace and there is a consequent 
decline in individual productivity. An operator requires a certain amount of time 
to acquire the “feel” of the new style, during which period he is relatively un- 
productive. Second, each operator should do continuous work on a single opera- 
tion. Changes in operations will mean the need to readjust to a new job and a 
consequent loss in efficiency and earnings. Third, changes in fabric also result in 
a period of low efficiency until the worker gets the “feel” of the fabric. Fourth, 
there should be a continuous flow of work backing up the operator in order to 
protect his earnings opportunities. 

The union recognizes that manufacturers require some flexibility in their 
operations. It also feels, however, that they should be required to pay for flexi- 
bility and the right to settle rates for garments on the lower section work schedule. 
The union is now attempting to get a system of allowances to take care of delays 
in production over which the worker has no control. In informal intra-union 
discussions the following schedule of allowances for production delays under 
section work has been discussed : 

1. Interrupted scheduling allowance. 

If there are smal! production lots resulting in two or more changes in style 
within one week for a group of operators, a flat subsidy allowance of 20 per cent 


* Justice, May 1, 1952, p. 4. 
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of actual earnings should be added to the earnings of each operator for the 
period of time during which the changes occur. This will compensate the workers 
for the loss of earnings while they are acquiring the “feel’’ of the new style. 

2. Change of operation allowance. 

An operator who is asked to change operations should have 20 per cent added 
to his earnings for the period during which he departs from his regular operations. 
This will compensate for the loss of earnings during the time when the operator 
gets the “feel’’ of another operation. It is felt that this allowance should only be 
given to regular single needle operators, and should not be extended to operators 
working on blind stitching machines, button sewing machines, or button hole 
machines. 

3. Change of fabric allowance. 

For each change of fabric that does not also include a style change the operator 
should have 10 per cent added to his earnings for a minimum period of two 
working days after the occurrence of the fabric change. 

4. Continuous flow of work allowance. 

It has felt that if an operator does not have the equivalent of $25 or more of 
work at his bench in the morning there should be an automatic 10 per cent in- 
crease in the piece rate paid for the work. The operator is thus compensated if 
there is an insufficient quantity of work on hand.” 

The union has been able to get some manufacturers to agree to a system of 
allowance for production delays. The Management Engineering Department, for 
example, recently worked out a system of allowances covering production con- 
tingencies with a large section work shop in the Midwest.” Manufacturers may 
protest a system of allowances as an undue burden on them. The union, however, 
believes that if a manufacturer is running an efficient and well-managed section 
shop it will rarely if ever be necessary for him to pay these allowances. While the 
suggested allowances are not the final answer to the problem of loss of earnings 
due to production delays, they do constitute a constructive approach to the final 
solution of the problem. 

Another problem is that of defining where in the point of subdivision of opera- 
tions section work begins. Price settlements on the basis of section work schedules 
rather than whole garment schedules will mean lower labor cost per garment for 
the manufacturer. Thus, a manufacturer may be tempted to go to the union with 
the statement that he is on section work in order to get the advantage of a section 
work price settlement schedule. The Management Engineering Department has 
suggested that a minimum breakdown of eight sections be established as the 
criteria for the beginning of section work.'* Statistics compiled by the N. Y. 
Dress Joint Board reveal that of the 125 section work shops with whom they have 
agreements, only 43 break down the garment into eight or more sections. Two are 
in Manhattan, five in other sections of New York City, and the remaining thirty- 


™ “Memorandum on Section Work,’’ Management Engineering Department, October 
31, 1950. 

* Report and Record . . ., op. cit., p. 77. 

'* “Memorandum on Section Work,’’ October 31, 1950, p. 2. 
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six out of town. The criterion of eight sections may limit the spread of section 
work. The union, however, has nct yet committed itself on any final definition 
of the number of sections required to qualify as a section work shop. The union 
deals with each situation on an ad hoc basis and has granted the section work 
price settlement schedule to many shops with fewer than eight subdivisions of 
operations. 


vil 


The insecurity caused by technical change is one aspect of the general insecur- 
ity which faces individual workers. The attempt to diminish and control the 
insecurities to which the worker is exposed has been a major factor in the forma- 
tion and growth of unions. It is not surprising, therefore, to find that unions 
employ their usua] bargaining weapons in dealing with the problems caused by 
technological change. 

A policy of complete resistance to technological change is more likely to be 
practiced by a craft union than by an industrial union. In an industrial union, 
which comprises all workers in the plant, a specific technical change will affect 
only a relatively small percentage of the membership. Many of the displaced 
workers will be able to secure other jobs in the same plant or in the same in- 
dustry. Thus, the union membership is not affected adversely. An officer of the 
rubber workers’ union explained its failure to oppose technological changes as 
follows: ‘‘We couldn’t afford to. There are too many small changes affecting too 
few of our people.’ Policies of opposition and restrictionism are today found in 
only a small number of unions. 

The ILGWU realizes that job security and higher wages can be achieved only 
if production costs are kept low and the industry is profitable. In fact, the union 
itself has frequently found it necessary to insist that employers be efficient. The 
union’s basic attitude toward section work has been conditioned by its internal 
political composition. In the future, as the older workers in the industry dwindle, 
whatever objections the union has at present to section work will disappear. 
Nevertheless, although some additional employers will go to section work, the 
great bulk of employers, who are essentially small business men, will probably 
stay as they are. Section work will never get to the higher priced garments, and 
is likely to spread relatively little in the medium priced garments. It is only in 
the lower-priced lines that one can expect a large growth of section work in the 
future. Even in those shops which do adopt section work it is doubtful if the 
breakdown of the production process will ever be as detailed as it is, say, in the 
automobile industry. The emphasis will probably be on subdividing the assembly 
of the garment into various sections with each operator performing several 
different operations. A breakdown of the sewing process into many small opera- 
tions requires more capital and managerial capacity than the average manu- 
facturer possesses. While section work will spread it will never be the dominant 
form of production in the women’s garment industry. 


*° Quoted in Sumner H. Slichter, Union Policies and Industrial Management (Washington : 
Brookings Institution, 1941), p. 214. 
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A LIBERTARIAN REACTION TO THE PRESIDENT’S REPORT 


To treat definitively the question of what criteria can be applied to the Eco- 
nomic Report of the President' would presumably be an “‘interdisciplinary”’ task. 
The degree to which the political significance of the document need require, and 
has in fact resulted in, a compromising of economist-authors’ convictions is a 
matter which I shall not undertake to appraise. Suffice it to say, there have been 
indications that it need not be regarded as irrelevant or unfair to discuss the 
publication as an economist’s document. 

Since my intention is to concentrate upon the sense in which the Report 
proves disappointing, it should be said that it nevertheless does have much claim 
to praise. It contains many evidences of the sound analysis which may be ex- 
pected of the present members of the Council of Economic Advisers. Indeed, the 
tone is such that an avowed member of the traditional-liberal school may rea- 
sonably wish to cast his attack as a part of the “self-criticism” necessary to an 
“in-group”’—hastily restricting the connotation of this term to the intellectual 
sphere. 

The change in national administrations has been thought of, by many econ- 
omists who voted for it, as involving a change in the ruling economic philosophy. 
In terms of extremes the change conceived is one leading away from the view that 
economic arrangements are a chaos into which some modicum of order may be 
introduced by sufficiently free use of government intervention and toward the 
belief that individualism constitutes a system, a machine which, while on occa- 
sion subject to redesign of some parts, is on the whole run best by keeping 
government monkey-wrenches out of it. If this is the general nature of the shift 
in outlook, one may perhaps not be blamed for wishing that the economist-voice 
of the administration would sound unashamedly clear about its conception of 
the nature of the economic system. Ideally it would seem appropriate that the 
Report should assert this conception in a way capable of going far toward con- 
vineing doubters. To demand that a report be the classic it would have to be in 
order to achieve much in this direction would be unreasonable. However, those 
who believe that the essential truth is most handily taught by emphasis upon a 
clear-cut model of an individualistic economy might sanely have hoped that 
the Report would be so framed that the weight of its authority would clearly tend 
to lighten their burdens. Actually, the document does at various points assert 
confidence in free enterprise and deference to some of its rules. Probably, how- 
ever, its net impact will be determined by more than these assertions; and it 
appears to me that the work as a whole not only provides less aid and comfort to 
the old-fashioned liberal than the presumptive shift in economic philosophy 
might lead him to expect, but perhaps even tends to perpetuate the cloudy 


! Transmitted to the Congress January 28, 1954 (Washington: Government Printing 
Office, 1954). 
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conception of the mechanism which an individualistic may be presumed to take 
as its model. 

It is contemplation of the Report as a commentary on the problem of stabiliza- 
tion that is disquieting. The sources of disquietude can be indicated by reference 
to three aspects: the criteria for instrumentalities or devices, the attitude toward 
guides to action, and one great lacuna which will be pointed out below. 

Obviously because any increase in expenditure whatever will, ceteris paribus, 
increase money income, there has latterly been extant no small disposition to 
suppose that any action has a prima facie case created in its favor as a stabilizing 
device if only it will cause more expenditure by any group or upon any com- 
modity—with little or no reference to other tests. Since the directional effect is 
the same regardless of what the group or the commodity may be, it is a poor 
publicity director, or an unfortunately placed one, who cannot somehow add the 
magnetic attraction of a stabilizing factor to the otherwise narrower appeal of 
his particular project for intervention in the allocational and distributional 
processes of the market. 

The Report puts up no stout resistance to the disposition cited. For example, it 
lists, as one of the “arsenal of weapons” for stabilization, the varying of the 
terms of mortgages carrying Federal insurance (p. 113; cf. p. 84). Now, quite 
apart from whether or not an advocate of free enterprise should condone the 
popular, sumptuary attitude toward housing, it can be said that he ought not 
lightly allow it to drift under the aegis of stabilization devices where it can escape 
the necessity of justification by reference to criteria for allocation of resources. 
Again, several reforms in the business-tax structure (pp. 77-82) which seem to be 
obviously inspired by thoughts of equity and of the logic of relative prices are 
supported by reference to their stabilization value. Agricultural supports, in 
accordance with a now too-common practice, are included among the “arsenal 
of weapons” (p. 113) and to that extent rendered even more independent of de- 
fense in the really relevant context. Public works fall into the same category. In 
raising the banner of free enterprise the consistent attitude would seem to be that 
“public works, being fundamentally a matter of allocation, are not so much a 
natural first defense against instability as a nuclear device to be held back unless 
the enemy is about to overwhelm our battery of other weapons. The Report 
gives a rather different impression (pp. 113, 103, 106, 107);? and indeed there 


* Reason to doubt this statement appeared at first glance to be furnished by a passage on 
page 104; 

It goes without saying that an effective public works program must meet genuine public 

needs and thus earn the endorsement of the community. Its execution must be compatible 

with private construction activities, with which competition for resources must be kept 

at a practical minimum. 
Second thought suggested that this passage illust::.ces excellently how easy it has become 
to accept ideas which, however wholesome in relation to much current thinking, neverthe- 
less fall short of genuine consistency with the system. Actually, the only significant ‘‘prac- 
tical minimum”’ competition for resources by public works consists in their using only the 
amount they would use in conditions of full employment. The validity of the ‘endorsement 
of the community”’ is properly tested only when the competition of private construction for 
resources is kept at its full-employment strength by purely stabilizing devices. 
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seems implied a great sigh of relief, with overtones of triumph, about the show- 
ing that our enormous needs for things possibly suppliable through public works 
are so desperately unfilled (pp. 104-5). Heard as a reaffirmation of faith in the 
market system, this comes as a tragi-comic note. 

The well-known fact that the Council place emphasis upon the control of 
bank-credit conditions is heartening (pp. 49-52, 113). They even indicate that 
troubles may on occasion be due simply to inappropriateness of the quantity of 
money (p. 6). My plaint is that such points are not brought together and ex- 
panded, to present a conception of the economy in which the degree of separa- 
bility of the problems of stabilization and those of allocation is emphasized. 
Perhaps the unwillingness to treat them so does after all reflect a basic conviction 
and is a part of the real meaning of the Council’s “second principle...to avoid a 
doctrinaire position, work simultaneously on several fronts’ (p. 113). But if 
advocating free enterprise be equivalent to being doctrinaire, a proponent of the 
system must either live with the fact or cease to be a proponent; the harm cannot 
be in stating the nature of the ideal conception. To * proponent it should scarcely 
seem doctrinaire to name the fundamental nature o ..avilizing devices as such: 
the stabilizing act in pure form is an act which avoids disturbance of the rela- 
tionships of economic quantities which would exist if the economy remained 
automatically stable. The ideal action is upon aggregate demand, not upon the 
relative sizes of specific lines of expenditure, for steps of the latter sort, if de- 
sirable, do not in general become so or cease to be so in response to inflation or 
deflation.’ The prevalent sense that it is desperately difficult to bring men to take 
advantage of the means to enjoy goods is to be felt in the welcome according to 
allocation-influencing devices. Such an attitude might fit well with an outlook 
which had already conceded that the waverings of the system are normally toward 
deflation. The conviction still appropriately to be expected to manifest itself in a 
message of hope concerning free enterprise is, however, that the system may 
well require, not constant bolstering of aggregate demand, but probably occa- 
sional action validly described as pump-priming and, in the main, simply condi- 
tions not handicapping aggregate demand’s propensity to behave itself—that 
such will be the proper working view unless and until we are taught otherwise by 
distinct failure of moderate stabilizing devices systematically employed. Such a 
conviction could hardly be held without espousal of some of the lessons of the 
quantity theory of the value of money Professor Hansen has recently expressed 
the prevailing view in these words: “. . . . modern countries place primary empha- 
sis on fiscal policy in whose service monetary policy is relegated to the subsidiary 
role of a useful but [sic] necessary handmaiden.’’* What leaves me less than happy 
with the Report, as far as devices are concerned, is that it does little of a systematic 
nature toward transposing the positions of the words “‘fiscal’’ and “monetary.” 


* Action causing investment to approximate full-employment savings of course affects 
allocation of resources between consumption and production uses; but, although its im- 
portance is multiplied by its relation to inflation and deflation, it nevertheless does not 
conflict with the stated criterion. 

* A Guide to Keynes (New York: McGraw-Hill, 1953), p. 203. 
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The Council might possibly object to the very idea that they adopt a guide 
or guides to action upon aggregate demand. Certainly they repudiate the notion 
of following any single guide (pp. 111-12). They are emphatic about the inten- 
tion to observe all economic developments closely in order to anticipate and 
forestall any pressures which might otherwise come to bear upon crucial indexes 
which some econoraists might advocate using as guides (p. 112). Of course it is 
not denied that a less inclusive set of developments is used as an ultimate guide, 
in the sense that, if anticipatory action did not prevent untoward changes in 
these, such changes would then be treated as a signal to move. Thus the attitude 
of the Report toward guides is not quite so wholly different from the one it 
repudiates as the tone of the cited passages might suggest. Two indexes emerge 
as somehow crucial, in that the ultimate aim is said to be high employment and 
“reasonably stable” prices (pp. iv, 51). Their selection and treatment furnishes 
occasion for concern if one is hoping for the display of a clear model of the econ- 
omy. True, in spite of all the words spoken to the contrary effect, the powers of 
the economy for stability may be so marked that any promise of avoidance of 
obviously destabilizing mistreatment of the system may result in a high degree 
of stability in both price level and employment. However, the thought evidently 
is not merely to remove impediments to inherent stability. And if, as seems clear, 
the Council think that these indexes will in fact sometimes move so as to call for 
action, clarity would surely be served by explanation of just how the two guides 
will deliver definite signais. Indeed, to withhold such explanation is to chance the 
furtherance of a confused conception of the economy at a crucial point. 

Obviously, if both indexes declined enough, the Council would wish to act, 
unless it deemed that anticipatory actions, or developments independent of the 
government, were already at work sufficiently to overcome the forces of evil. 
But what would constitute either a degree of decline in the two or a sufficient 
number of degrees of decline (in any sense) is not indicated. Evidently if the 
price level were steady and employment decreased enough, action would be 
thought advisable. But how much employment must decrease is a mystery. If 
employment remained high while the price level was steadily decreasing at a 
moderate rate, a reasonable conclusion from reading the Report is that the 
Council might wish to assure the presence of forces guaranteeing reversal but 
that on the other hand it might not; for what is meant by “reasonably stable’ 
prices is not said. The toughness of the economy might take care of us under 
such uncertainty; but why we should eschew the stabilizing influence of a de- 
clared policy on such a point is by no means clear. If the price level were rising, 
how much must it rise and what other conditions must be met before counter 
forces would be considered desirable: if simuitaneously employment were rising, 
how high must i first become? The notorious question is, what if prices were 
rising and employment either falling or steady at an unsatisfactorily low level 
while wage rates advanced? What these questions point to in the mind of a 
follower of the traditional-liberal school is, that an employment index has no 
proper role as an operating guide—that the correct type of guide is necessarily 
one reflecting as directly as possible the level of aggregate demand in monetary 
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terms. (The price-level index might well suffice, but that is a separate argument.) 
If the Council, however, regard the two indexes as desirable, it is not clear why 
the expectations of the community should not be made more stable by answers 
to the questions indicated above. Coyness in this regard may serve a purpose; 
but the purpose cannot be that of unambiguous description of the rules of the 
system. 

It would of course be impossible to answer the questions posed, or to reject the 
use of an employment index as guide, without at least implicitly taking a posi- 
tion on the role of wage rates in the determination of employment. This fact 
brings us face-to-face with the great lacuna: in spite of some reference to it noted 
below, it may be said that to all systematic intents and purposes the Report 
contains hardly a word on the subject of wage-rate criteria. If the document is 
judged as the voice of economists, it is reasonable to deduce from the absence of 
such discussion that the Council believe there is nothing useful which our know!l- 
edge permits us to say; and there is some outside evidence that such may have 
been their belief. Evidently, if there is in fact something that can be said, a great 
opportunity for clarification of the nature of the system has been missed. 

This is not the place to canvass the question sometimes asked in the simple 
form, “How will a change in wage rates affect employment?” The relevant ques- 
tion in the context of the Report could be kept as simple as, ‘‘What is the role of 
wage rates in the determination of the level of employment under the policy of 
keeping aggregate demand just sufficient to permit any forthcoming output to 
clear the market at a constant price level?’’ With reference to that question some 
things which can be said constitute a badly needed contribution to the public 
awareness. It can be said that in general the appropriate wage rate is to be deter- 
mined by reference to what will clear the market, whether this be the whole 
labor market or only a part of it—that under the indicated aggregate-demand 
policy the structure upon which wage rates hang will not crumble by reason of a 
downward bidding of wage rates, should that occur, nor will the real wage rates 
men accept turn out, through inflation, to be unintendedly low. The essentially 
appropriate occasion for a rise in wage rates, it can be pointed out, is a rise in 
demand for labor relative to the quantity offered, while the opposite case is occa- 
sion for a decline. Respectability can be restored to the notion that reallocation 
of labor is indispensable to the good economy and is not an impossible process. 
Awareness can be established that the unwelcome reduction of relatively high 
wage rates by competition of in-flowing workers is but the counterpart of im- 
provement of the lot of laborers otherwise still poorer than those undergoing 
the sacrifice. Faith can be restored that equalization of wage rates within the 
limits of talent and taste for effort is not an idle dream. These are awarenesses 
without the essence of which the long-run success of any policy of “full” employ- 
ment with reasonably stable prices seems indeed doubtful; and it is hard to see 
how to provide them without stating them umambiguously. 

Such little discussion as bears upon wage rates as prices is contained in the 
section entitled “Low Incomes and the Minimum Wage” (pp. 100-102). Ex- 
tremely useful things are said there—notably upon the raising of personal pro- 
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ductivity as the hopeful route to improving the lot of the low-income worker, 
and upon the practice of ignoring some workers while offering sometimes delusive 
aid to others. But, to tell the truth, this section is an achievement in ambiguity: 
“We should undertake adjustments of the minimum wage at a time when 
economic activity can take them in stride, thereby minimizing the risk of unem- 
ployment of the less pro“uctive workers...” (p. 102). Does or does not this 
mean, when the price level is rising so that to call the minimum higher is essen- 
tially fraudulent? 

In spite of ambiguity, the statements in respect to minimum wages make in- 
explicable the apparent conclusion of the Council, that there is no sound general 
ceseription of the role of wage rates which would merit inclusion in the Report. 
Even these statements would make no sense at all if there were no determinacy 
to wage rates. More broadly, the question about the Report is, if there are no 
systematic relationships to be attributed to wage rates, how can it be possible, 
as the Council seems to do, to advocate free enterprise as a device for allocation 
and other functions? 

The chapter on international economic relations is a rather vigorous recommen- 
dation of free enterprise and denunciation of allocation-influencing action by 
government. As to the relation between international trade and the stabilization 
of individual economies, something is implied—as, for example, in the statement, 
“The system toward which we must work is one . . . which can operate without 
the repeated extension of grants-in-aid from any nation.” No effort is made, how- 
ever, to answer the questions which will naturally occur in this connection to one 
looking for a clear-cut model. What is presumed to be the exchange-rate arrange- 
ment in this world in which we are to have high employment and “reasonably 
stable” prices? Are exchange rates to be freely market-determined and thus 
varying so as to supply the international equilibration by reference to which 
aggregate money demand is specifically not to be planned? Or, do “reasonably 
stable” prices involve a range of movement such as to permit fixed exchange 
rates and the equilibration through aggregate demand variation which fixed 
exchange rates imply? And, if the latter is the thought, how does it square with 
the primacy of the employment index, and what guides to action upon aggregate 
demand are provided? And is there nothing to be said about wage rates in this 
connection? In fairness it should be noticed that the Council was deferring (p. 
110) to the fact that the Randall Commission study on foreign economic policy 
was going forward. When that report appeared, it said that the Commission 
inclined toward the belief in a chronic dollar shortage.* The Council cannot be 
thought committed to a position so inconsistent with its own statements; but 
possibly a more thorough exposition of its actual views would have been forth- 
coming under other circumstances. In any case, the treatment of international 
economics hardly dispels the murkiness surrounding the conception of free 
enterprise as a dependable system. 


* Commission on Foreign Economic Policy, Report to the President and the Congress, 
January, 1954 (Washington: Government Printing Office, 1954), p. 72. 
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Quite probably the writers of the Report did not start out to do what I have 
implicitly held them accountable for doing; if they believed the things I have 
said, presumably that would be their reply. Possibly they ought not have done it; 
something of a case can be made for the idea that greater good would be achieved 
in the long run by less immediate forthrightness on the part of the administra- 
tion—for example, with respect to the farm program. Still it is possible to regret 
the lack of a clear official espousal of the ideal which must underlie a sound 
conservative position. On the other hand, if the writers disagree enormously 
with me upon what constitutes an ideal appropriate to the incumbent party, then 
my thoughts upon the future of liberalism must be more dismal than ever. 

University of North Carolina CLARENCE E. PHILpRoox 
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The Frontiers of Economic Knowledge. By Arthur F. Burns. Published for The 
National Bureau of Economic Research. Princeton, N. J.: Princeton University 
Press, 1954. Pp. ix, 367. $5.00. 

In 1945 Arthur F. Burns succeeded Wesley C. Mitchell as Director of Re- 
search of The National Bureau of Economic Research; in 1953 he was granted a 
leave of absence to enter public service as Chairman of the Council of Economic 
Advisers. In his eight years as Research Director he presented as many annual 
reports on the National Bureau’s work. These reports are now reprinted as the 
first eight essays in the present volume, forming its Part One. Part Two consists 
of another eight republished pieces: two introductions to National Bureau 
publications (to Mitchell’s posthumous book and Hultgren’s book on transpor- 
tation), the reply to Hansen on “Keynesian Economics” (from the Review of 
Economics and Statistics), three review articles (on Hicks, Frickey, and Nourse), 
a discussion paper on business cycle research (from the A. E. A. proceedings), 
and his essay on “Long Cycles in Residential Construction” (from the Mitchell 
Festschrift of 1935). 

As one examines Burns’ repeated disquisitions on Keynesianism and the 
consumption function, I think one can detect that the tone becomes less critical 
and more respectful over the years. The 1946 essay on “Keynesian Thinking” 
is rather cutting; the 1947 exchange with Hansen is more careful, but still sharp; 
the 1952 essay on “The Instability of Consumer Spending” contains passages 
of unqualified praise for the Keynesian model (p. 155). Concerning the consumption 
function, Burns says in 1946 that it is one of the basic assumptions “that con- 
sumer outlay is linked fairly rigidly to national income’’ (p. 6), and that “the 
most important proposition in Keynesian economics is that the consumption 
function has a certain shape” (p. 7). In 1952, Burns formulates the Keynesian 
proposition with great caution: ‘that if the variations in consumer spending at a 
given level of income are provisionally neglected,”’ consumer spending will respond 
only to changes in income (p. 155, my italics). 

With regard to the substantive issue, Burns is most emphatic that the pro- 
pensity to save has been progressively reduced; ‘“‘the nearly constant ratic of 
investment to national income almost certainly implies that the American public 
accommodated itself in the past to progressively higher incomes by spending a 
progressively larger amount out of income of any given size” (p. 57). It is on a 
prediction regarding the rate of saving that the old Council of Economic Advisers 
comes in for indirect criticism when Burns criticizes statements in the President’s 
Economic Report of January, 1947. There it was said that no further reduction 
of saving could be expected “except by adversity.” Yet, ‘‘as it turned out, the 
rate of saving was reduced much further during 1947—and not by adversity, 
but by prosperity” (p. 158). 

Burns has a wholesome distrust of purely aggregative thinking. An aggrega- 
tive equilibrium “is a mere arithmetic fiction. Business firms do not have e 

208 





BOOK REVIEWS 209 


common pocketbook. True, they receive in the aggregate precisely the sum they 
had expected, but that need not mean that even a single firm receives precisely 
what it had expected” (p. 8). And “although broad index numbers of aggregates 
give useful summaries, they tell nothing of the processes by which they are 
fashioned” (p. 19). Burns is anxious to stress “the importance of breaking 
down aggregates because this matter, so slighted by the Keynesian economists, is 
a central feature’’ of the National Bureau work and explains why its investiga- 
tions usually take many years (p. 23). 

In view of the fact that Burns is now Economic Adviser and, in a sense, chief 
economic forecaster of the President, it may be interesting to extract from the 
present volume the views which Burns expressed over the years on such matters 
as forecasting, business cycles, full employment policy, and general economic 
philosophy. 

Burns sees “no adequate grounds, as yet, for believing that business cycles 
will soon disappear, or that the government will resist inflation with as much 
tenacity as depression, or that deep but brief contractions . . . will never again 
take place’”’ (pp. 175-176). He anticipates that ‘‘an economic staff will emerge 
within the government and take on some of the characteristics of military general 
staffs. Just as the military often find it helpful to draft plans for resisting dif- 
ferent potential aggressors each or a combination of whom may strike at this 
point or at that, so an economic staff may in the future find it prudent to work 
concurrently on plans for meeting a great variety of economic troubles that we 
loosely call booms and depressions’’ (p. 176). But regarding public spending to 
maintain employment he finds “that the mere maintenance of aggregate expendi- 
ture by governmental action may give slight aid to the declining sectors of the 
economy just after a peak in aggregate activity has been passed; further, since 
no two contractions are strictly alike, a governmental policy aiming at ‘full em- 
ployment’ will need to rely on measures that are adjusted from case to case’’ 
(p. 22). 

Burns does not think much of the “doctrine of secular stagnation, which 
stirred economic circles only a short time ago.”’ He believes that this doctrine 
“owed some of its popularity to inadequate appreciation” of the facts that the 
average spending out of given incomes has been increasing ‘‘across the decades’’ 
and that the decline of the rate of population growth has stopped and given way 
to “a great upsurge of population” and ‘“‘a tremendous boom in home construc- 
tion” (p. 168). 

Forecasting is inevitable: ‘“The choice before man is not whether to engage in 
forecasting or to abstain from it, but whether to base expectations on ‘hunches’ 
or on lessons carefully distilled from experience” (p. 27). Incidentally, “the 
forecasters who are now devising ingenious theoretical models may contribute 
significantly to economic science, even if many of their forecasts prove wrong”’ 
(p. 44). 

Burns, who gives a good deal of space to display the important finding of 
Kuznets’ income data, notes the changes in personal income distribution be- 
tween 1929 and 1946, and the drastic reduction in the shares received by the 





210 BOOK REVIEWS 


high income groups. On the basis f the “income share of the top 5 per cent 
stratum”’ of the population “we may be said to have traveled in a bare two 
decades over half the distance separating the 1929 distribution from a perfectly 
egalitarian distribution.” And on the basis of the “share of the top 1 per cent 
group in total income... we have traveled since 1929. . . almost two-thirds of 
the distance towards absolute income equality” (p. 136). What is Burns’ comment 
on this equalitarian trend? This is what he says: “‘there can be no doubt that as 
high incomes are cut, a point must come when private investors have neither the 
will nor the power to launch major innovations. Substantial further redistribu- 
tion of incomes may therefore affect adversely the size of the national income, 
while it cannot improve appreciably the living conditions of the great masses. 
The paramount source of the rising living standards of our workers and farmers 
has always been an increasing volume of production, and in the years ahead 
it, bids fair to become the only source” (p. 137). 
The Johns Hopkins University Fritz Macuiup 


An Essay in the Theory of Profits and Income Distribution. By B. 8. Kierstead. 

New York: Augustus M. Kelley, 1953. Pp. 110. $1.75. 

In this intriguing, though short, essay in dynamic economics, Professor Kier- 
stead has tried to reformulate that part of distribution theory relating to profits. 
This sketch of his argument can, unfortunately, convey but the merest glimmer 
of the charm of this slender book, with its vigor of presentation, its wealth of 
incidental insights, and its lucid style. 

The twin foci of this inquiry are the cause and nature of profits and the rela- 
tionship of profits to economic progress. The writer identifies three kinds of 
profit: innovators’ profit, windfall gains, and surpluses accruing to monopolists. 
Each or all of these types may be the object of entrepreneurial planning. Plans, 
aimed at the realization of these varieties of profit, are made on the basis of 
expectations—which thus become a “driving force” or “governor” of the dy- 
namic system. Expectations are aptly defined as “beliefs held at the present 
moment about the probable magnitude of economic . . . variables at some future 
moment of time.’’ They are, in effect, “hypotheses about the future.”” These 
hypotheses fall into two classes, general and particular. The former relates to 
magnitudes that are general to the system as a whole, viz., GNP, the level of 
disposable income, the volume of savings, etc. Entrepreneurial decisions regard- 
ing windfalls based on single-valued projections fall under this heading. The 
latter class pertains to the future value of variables peculiar to the firm itself, 
viz., relative prices and costs and the behavior of competitors. Expectations of 
this kind are directed towards the realization of innovators’ and/or monopolists’ 
profits. Much of the essay is devoted to the nature of entrepreneurial decisions 
under these two sets of hypotheses. 

Particular expectations have to do with the comparative long-run. Here the 
greater time horizon diminishes entrepreneurial control and enhances subjective 
uncertainty. For general expectations, the horizon has a much more limited time 
dimension—twelve to eighteen months as a maximum—a period evolved from 
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current practices in forecasting national income and its components. General 
expectations are often acted upon with a considerable degree of subjective cer- 
tainty since “experience has taught businessmen that such forecasts are ordi- 
narily reliable, and they consequently accept them ...as planning data.” In 
passing one cannot help but wonder just when national income and related fore- 
casts became “ordinarily reliable’’; even so the thesis of the author proves highly 
provocative. His reflections on the decision-making process of the entrepreneur 
in a world of uncertainty are by far the most significant portion of the work. 

Professor Kierstead touches on a varied assortment of topics that this review 
cannot hope to encompass. There are, for example, his bright and suggestive 
discourse on profit maximization and entrepreneurial incentives, his comments on 
the nature of the rate of interest and its influence as a determinant of investment, 
and his pessimistic view—Gailbraith notwithstanding—of the inherent danger of 
economic power blocs. Throughout, many will find much with which to quibble, 
but few will regret the challenge. 

In a dynamic, progressive economy, it is contended, profits are divided among 
labor, the suppliers of capital, and the company, the exact split being dependent 
on relative bargaining power and on what the entrepreneur deems the best in- 
terests of his company. Thus, it appears that economic progress tends to alter 
the division of the social product in favor of entrepreneurs and highly-skilled 
labor. Likewise during the upswing of the cycle, entrepreneurs and organized 
labor gain relative to other groups. Both theoretical and empirical evidence 
(drawn from British data) are adduced to support these conclusions. 


The question of the origin as contrasted with the classification of expectations, 
it would seem, might have been pressed farther. But one should not ask every- 
thing in an essay of this length. What one will find here is richly rewarding 
withal. 

Oklahoma Agricultural and Mechanical College Juuian H. BrapsHer 


National Incomes and International Trade: A Quantitative Analysis. By Hans 
Neisser and Franco Modigliani. Urbana, Ill.: University of Illinois Press, 
1953. Pp. xvii, 396. $7.50. 

The avowed aim of this work is to study the hypothesis that the flow of in- 
ternational trade is governed mainly by national incomes. In seeking to verify 
(or disprove) the relationship a system of empirically derived equations relating 
trade to income in the several countries was determined. Each such empirical 
equation was then tested to determine whether the hypothesis it embodied 
closely represented the facts. Generally speaking, the hypothesis yielded an 
adequate explanation of the flow of trade, if classical statistical methods of testing 
can be trusted. 

To be more specific, the participants in world trade (excluding Russia) were 
divided into six groups; United Kingdom, United States, Germany, France, 
“other industrial countries,’’ and the primary countries. For each of these ‘‘coun- 
tries’ an import function for three categories was developed, the categories 
being raw materials, food, and manufactured goods. Imports were related to 
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income or industrial output, and occasionally to prices, food production, or capi- 
tal goods exports where these variables helped the correlations. Likewise, in 
each “country”’ an export function for each of the above categories was developed, 
relating exports to a weighted average of other countries’ imports and therefore 
to their incomes. In addition, a price variable occasionally proved to have ex- 
planatory value. Roughly, the time period studied covers the period between 
the two world wars. 

With a basic system of thirty-six equations (six “countries,” three categories, 
imports and exports), the authors then solve the equations for the imports and 
exports of each country as functions of the exogenous variables, to wit, the in- 
comes in the several countries, anc certain other variables such as prices or 
capital goods exports. This permitted an empirical study to be made of the 
effects of income changes in the several countries on imports, exports and the 
trade balance in the several countries. 

Perhaps the most remarkable characteristic of this book is the width of its 
scope. To explain the trade even of one major country by econometric methods 
is no small matter, but to take world trade as the object of investigation is to 
assume a task of staggering propertions. No doubt this explains why it is so dif- 
ficult for the reader to orient himself in the maze of import and export func- 
tions. Among the obstacles over which the reader must be conducted are these. 

(1) In general, the concept of a balance of trade is rejected, necessitating the 
introduction of ‘international compensation’ to maintain the values of imports 
and exports at the levels indicated by the equations. (2) Whereas in neo-classical 
international trade theory price ratios play a predominant role, in this study 
they are assigned a supporting part. While most of us are somewhat Keynesian 
in our thinking about domestic problems, we have lagged behind in applying the 
analysis to international trade. Furthermore, the authors’ attempts to explain 
the change of emphasis theoretically may leave the reader more confused than 
enlightened. 

(3) Everyone but the econometrician is likely to be uneasy about the meaning 
of solving the original structural equations for imports and exports so as to ex- 
press them in terms of the exogenous variables (incomes of the several countries). 
The authors reject, for the purposes of this study, the econometric dogma that 
the equations should be solved first, in theory, and the coefficients determined 
in the “reduced form” system. Indeed, the authors adhered uniformly to classical 
statistical methods for deriving and testing their equations. 

In conclusion, it seems to me that the authors have done important work in 
setting out the general background of the problem, and in revealing the practical 
difficulties involved in the enormous problem they undertook. Ag.in, they are 
to be commended for revealing explictly some of their “econometric twiddling”’ 
with the data. 

If there is a major criticism of the work, it would be directed to the handling 
of the data. First, the economist is likely to be skeptical:of manipulations of the 
data which do not seem to arise out of fundamental economic considerations. 
Of these there are many. Second, a large part of the reader’s available energy 
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will be exhausted in following ad hoc devices, peculiar to this text, and having 
no broad economic significance. 

While the work under review seemed to explain the flow of trade adequately, 
it left me unconvinced that the ideal mode of explanation had been found. In par- 
ticular, the assumption that exports from one country depend on the imports 
of other countries leaves me with some misgivings. Is thisa partial reintroduction 
of balance of trade theory, on the sly? Whatever answer the reader may find to 
this and other such residual questions which may arise in his mind, he will also 
recognize the necessity for selecting at any stage in economic thinking some 
definite and workable hypotheses on whict empirical study may be undertaken. 
In so doing the authors of the present work have done pioneering research which 
may suggest alternative methods of approach to others in the field. 

University of Alabama Joun 8. HENDERSON 


Introduction to International Economics. By Delbert A. Snider. Homewood, 

Ill.: Richard D. Irwin, 1954. Pp. xix, 472. $6.00. 

This is the second text in international economics which Irwin has pub- 
lished during the past year. It is, however, on a less theoretical level than the 
Kindleberger book and should be a strong competitor in the market now held 
by Enke and Salera, especially since it is superb where most texts are weak—in 
the theoretical section. Professor Snider eschews the method frequently employed 
of “‘presenting the ‘classical’ theory of international trade as a whipping boy for 
demonstrating the superiority of modern trade theory’’; rather, he integrates 
the idea of comparative advantage with factor differences and factor-price equal- 
ization. The theory chapters are also enhanced by the progression from relative 
money prices to real costs and factor differences and by the description of the 
empirical foundations of comparative advantage through differences in factor 
supplies among countries. The student should have a sound idea of the state of 
trade theory after proceeding from simplified models to multi-country, multi- 
commodity models where many limiting assumptions are removed. For those 
who prefer an historical presentation of the development of trade theory, the 
book offers little. Along with the theoretical section is included a discussion of 
capital and population movements, for the purpose of showing the interaction of 
factor movements and commodity trade as means of equalizing factor prices. 

The second major part of the text takes up the problem of international 
disequilibria, describing the balance of payments, the process of making and 
clearing payments, and the working of fixed, flexible, and controlled exchanges. 
Among the sources of disequilibria, relatively little attention is given to cycli- 
cal and monetary factors while much is given to structural shifts. The phe- 
nomenon of the dollar shortage is made a vehicle for integrating the different 
types of disturbances. This section is largely descriptive; not so with the succeed- 
ing chapters. 

Part III is devoted to a consideration of the processes of balance-of-pay- 
ments adjustment. Discussion begins with exchange depreciation, then fixed 
rates under the gold standard, and exchange control. These techniques are then 





214 BOOK REVIEWS 


compared as to their suitability in meeting each of the types of disturbance 
described in Part II and are later employed in an analysis of the process of 
restoring equilibrium in Europe’s postwar position, in which chapter is in- 
cluded a discussion of economic unification. There are several inadequately 
supported statements in this section, though in some cases the omission is cor- 
rected in succeeding discussion. Good use is made of historical examples to 
illustrate principles and practices. Though the author eschewed the contro- 
versy between the classical and “modern” theory in discussing pure trade theory, 
he introduces it in adjustment theory, giving one page to price changes and 
twelve to income changes; in the latter are included descriptions of the domestic 
and foreign-trade multipliers, but little attention is paid to the limitations on 
the theory for policy purposes. The treatment of exchange controls is good, but 
only two pages are devoted to bilateral bargaining and payments agreements. 
There is no analysis of the impact of exchange controls on domestic economic 
planning and vice versa. 

Part IV on public and private barriers to trade could easily follow Part I. 
Little attention is given, as compared with other texts, to the structure of 
tariffs, arguments for protection, and commercial agreements; but the author 
makes a useful division :n the protectionist arguments between nationa! versus 
worldwide interests and national versus special interests. After one has looked 
in vain for a discussion of mercantilist policies in earlier parts of the book, it 
turns up on one page in chapter 18 on commercial policies of the United States. 
This entire section would, in this reviewer’s opinion, require much supplementary 
reading by the student, even on current commercial policy. The chapter on 
monopoly and international trade is largely on domestic monopoly rather than 
on the effects of monopoly on commercial policies and vice versa; it is here that 
state-trading and international commodity agreements are fitted in. Interna- 
tional cartels are treated in a chapter to themselves, which seems unbalanced 
when one thinks of the other issues which are left out or given short shrift 
throughout the text. 

The section on domestic stability versus international cooperation (Part V) 
more appropriately follows Part III, since it resumes a discussion of the methods 
available for stability in payments and international economic growth. The 
author’s treatment of solutions to the spread of cycles leaves much to be desired ; 
e.g., no discussion of the use of capital export, discussion of the Fund as though 
it were largely an anticyclical mechanism, and no discussion of the scarce currency 
clause as a means to handle depression. The problem of underdeveloped areas is 
argued independently of U. 8. financial policies, and, as with others in this sec- 
tion, leads the student up to the interesting problems and then cuts off, leaving 
untreated such problems as what use may be made of public assistance and how 
to remove obstacles to private foreign investment. Though the analysis of the 
role of the World Bank is adequate in most respects, there is no suggestion of 
the problem of “political loans” and only one and a half pages are given to Point 
IV assistance. A final chapter summarizes broad U. 8. policies and its unfinished 
business, but it does not make up for the sketchy presentation of postwar aid 
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programs (e.g., no statement on the British loan is given) and the lack of analysis 
of foreign aid as an appropriate technique in international relations. 

Because of its length and make-up, this reviewer considers that the book 
will need to be supplemented with outside readings so as to supply enough assigp- 
ments for a semester and to fill in gaps of information and analysis. 

Washington and Lee University J. N. Bearman 


International Economics and Public Policy. By Harry G. Brainard. New York: 

Henry Holt and Co., 1954. Pp. xiii, 706. $6.00. 

This new text for the introductory course in international economics contains 
pleasant surprises and disappointments, with the former in predominant numbers 
but the latter of more weight in this reviewer’s opinion. The emphasis of the 
book is signaled by the words “‘public policy” in the title, but this should have 
been modified to read “postwar public policy.”” Well over half the book is devoted 
to a presentation of postwar problems and policies. The text begins (Part 1) 
with the usual chapters on the role of trade, the use of international accounting, 
and the place of foreign exchange; but as early as the third chapter (on exchanges) 
the author injects the role of the Montary Fund. Throughout the book, examples 
are drawn more frequently from postwar experience than interwar or pre-World 
War I. 

The chapters on the theory of international trade (Part II) reveal a tendency 
on the part of the author to make sweeping statements which are over-simple 
even for the beginning student and which are frequently misleading or wrong. 
For example, in the chapter on mercantilism, he asserts that ‘Basic to mercan- 
tilist thinking was the belief in the supremacy of the state, and this was the end 
to which all means were subservient” (p. 96). Viner has shown, however, (Studies 

., pp. 91-103) that mercantilist philosophy did not envisage a “centralized 
government ... at the expense of individual freedom and liberty,” as Brainard 
states (p. 108). 

The questions which the author says were posed by the Classicists in their 
trade theory were not those which they asked; this mistake leads to a poor 
presentation of their theory, concerning which he concludes: ‘“‘The principle of 
comparative advantage, as an explanation of the reason for international trade, 
cannot be accepted, therefore as a valid doctrine because of the inadequacy of 
the labor theory of value as a tool of analysis.’’ And, ““The classical doctrine of 
international trade is now primarily of interest only from an historical point of 
view, rather than a theory which gives acceptable answers to the questions 
posed ...” (p. 127). To refute all the errors and to reorganize the presentation 
of this chapter would require an article in itself; many would have thought it 
unnecessary, at least before the publication of this text. 

In the place of the “‘wreck of the classical theory” (p. 129), Brainard proposes 
the ‘“‘modern theory” (Ohlin’s), which, without the author’s realizing it, was ad- 
dressed to different questions. His presentation of Ohlin’s argument is fair, but 
he claims more validity for the “interregional” theory than can be attached to 
it when applied to “international” trade, having to be subservient to economic 
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nationalism and the aims of public policy. The author would have been more 
cautious had he tried to apply his “modern” theory to the solution of policy 
questions; for, in the examination of the use of tariffs he reminds the reader 
that “Political boundaries in the modern world are more effective barriers 
to commerce than limitations of space, and they are far more difficult to over- 
come”’ (p. 332). 

Besides the plethora of sweeping and nearly erroneous statements, the or- 
ganization of the chapters on theory is made difficult to comprehend by the 
injection of the theory of the mechanism of adjustment into the middle of a 
chapter dealing mostly with pure trade theory and by the tacking on of a chapter 
on adjustments through income changes, which is above the level of other 
chapters in its rigor. 

The section on international finance (Part III) also shows poor organization, 
though the arguments are relatively well presented in each chapter. It contains 
descriptions (1) of the purposes of international investment and postwar US 
policy, (2) of the problems of financial equilibrium and disequilibrium, (3) of 
the public international investment of the US, including activities and structure 
of the EIB and World Bank, and (4) of the efforts at international monetary 
stabilization through cooperation. The chapters come in the above order; 
whereas it would seem to be much more effective if the third followed the first 
with the second and fourth coming after. Again, this section, beginning less than 
one-third the way through the book, shows the emphasis on postwar policies. 

The last two parts (IV and V) are explicitly on “Public Policy” —‘Toward 
Nationalism” and ‘Toward Internationalism.”’ The former is the most inter- 
estingly written part of the book, being pleasantly and profitably infused with 
a combination of economic and political considerations. It introduces the student 
to postwar policy issues and the arguments surrounding the use of tariffs, quotas, 
exchange controls, state-trading, and cartels. Prewar history is only incidentally 
drawn upon, save in the one chapter on US tariff history, which is almost wholly 
descriptive of the legislative acts without regard to their differing objectives or 
the varying arguments employed by their sponsors. The major effort at analysis 
is that on the “economic effects of nationalistic policies,’ in which partial equilib- 
rium diagrams are used to explain the direct effects of trade restrictions on 
price and quantity. 

The final section is also of the best of the book, giving clear descriptions of 
efforts at international cooperation, including the UN organizations. An im- 
portant omission, however, is a presentation of the role of foreign aid in pre- 
paring the way for cooperation and as a technique of future cooperation. Only 
ERP and Point IV are discussed. In examining the dollar problem, which is on 
the whole well done, the author displays another example of careless organiza- 
tion by including Europe’s postwar inflationary problem in one paragraph among 
“structural weaknesses.”’ Although the instructor may see the point of this 
inclusion, there is no separate treatment of financial instability by which to give 
the student a better balance. 

Bouquets are in order for the good bibliography and name-and subject-indexes. 
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In sum, if the instructor is seeking a text presenting postwar public policy 
issues in a simplified fashion, he has it here. But he should be warned of the 
lack of analysis of the problems, of the absence of discussion of the “golden age”’ 
of international trade and finance, and of the one-sided treatment of pure trade 
theory. 

Washington and Lee University J. N. Berman 


Economic Planning Under Free Enterprise. By Henry Grayson. Washington, D. C.: 

Public Affairs Press, 1954. Pp. x, 134. 

This book does not formulate any startlingly new plans for the centralized 
control of private enterprise. Instead, the author presents his readers with a 
study of the fact-finding and forecasting techniques used by the governments of 
the United States, Canada, Great Britain, Sweden, Norway, Holland, Belgium, 
Luxembourg, France, Italy and Turkey, to make possible the guidance of the 
economic regimes of these countries into paths leading towards maximum eco- 
nomic welfare. 

Right at the outset, the author makes a significant distinction between the 
direct achievement of economic objectives by all-powerful governments which 
he calls “planning,” and the indirect achievement of economic objectives by 
constitutional, limited, governments which he denotes ‘‘target work.’’ 

Professor Grayson also distinguishes between objective forecasting which aims 
at the attainment of knowledge of current economic conditions and probable 
future trends, independently of any projected plans or targets, and the compila- 
tion of data designed to aid in the realization of certain definite objectives. 

The book contains an interesting discussion of the relative advantages and 
disadvantages of the econometric, quantitative approach to the problems of 
forecasting (pp. 45-46). 

In connection with the study of Swedish forecasting and planning techniques, 
the author presents an interesting discussion of the possibilities and limitations 
of the Double Budget (pp. 92-96). In particular, he points out that it is not 
always possible to maintain a clear line of demarcation between current ex- 
penditure and capital investment items. 

The author concludes his study with two very significant conclusions con- 
cerning the probable future relationship of government to free enterprise systems 
all over the world. First, the scope of governmental authority will continue to 
increase. Second, that authority will continue to grow more centralized at the 
expense of local governmental institutions (p. 128). At the very end he poses an 
unanswered question. Is the development of government planning consistent 
with the maintenance and growth of political democracy? 

Superficially speaking, the reader of this book is apt to feel that the quoted 
material borders on super abundance. However, in spite of this relatively unim- 
portant observation, the conclusion is in order that Professor Grayson has made 
a scholarly, painstaking, and very significant contribution to the body of eco- 
nomic literature. 

Mercer University A. B. ANTHONY 
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The Mechanism of Economic Systems: An Approach to the Problem of Economic 
Stabilization From the Point of View of Control-System Engineering. By Arnold 
Tustin. Cambridge, Mass.: Harvard University Press, 1953. Pp. vii, 158. $5.00. 
The reviewer wants to be fair; but he cannot escape the impression that this 

work undertakes to force the behavior of economic aggregates to conform to the 
Procrustean bed of analogues in the theory of electrical engineering. To the 
extent to which this objective is attained it would appear there are two principal 
benefits for economics; viz., (1) the electrical theory will provide ready-made 
mathematical solutions to some economic problems, and (2) some of the elaborate 
aids to computation which have been developed in the prediction of electric 
circuit behavior may be adapted to the prediction of factors in the ‘business 
cycle.” 

The reviewer is inclined to feel rather unhappy about the results obtained for 
economic science in this book. In all candor let it be said that this feeling may be 
in part a psychological defense-mechanism resulting from the fact that one of 
the eight chapters in the work of Professor Tustin is devoted to a technical 
description of the construction of mechanically and electrically operated dif- 
ferential analysers, a topic which is incomprehensible to the reviewer. 

As a definite example of the type of thinking which purports to make eco- 
nomics understandable in terms of electrical circuits one may quote the following 
comment by Professor Tustin on one of Professor J. R. Hicks’ elementary models: 

“Hicks’ elementary model represents the ‘lagged accelerator’ in the following 
way. It is assumed that the investment during period 3 is proportional to the 
increase in income as between period 1 and period 2. This is a particular way of 
specifying an ‘accelerator with a lag of one period.’ Similarly in the consumption 
sequence one period of lag is introduced in the operation of the feed-back co- 
efficient.” [Italics are the reviewer’s.] The feed-back coefficient is defined here as 
the electrical analogue of the propensity to consume. 

The endogenous reaction resulting from the hysteresis assumed by Hicks may 
cause an explosion in the income-investment circuit. Presumably because this 
situation is “‘unrealistic,’’ Professor Tustin is gratified to report that the explosion 
will not occur if the rate of investment is taken to be proportional to income 
rather than to the increase of income, and if a negative factor is introduced, as 
assumed by other investigators who employed an electric analogue as an aid to 
their analysis. This development leads to more complicated circuits; and it 
apparently overlooks the distinct possibility that an explosion may be avoided 
and the more simplified Hicksian circuits may still be retained by changing the 
assumed numerical value of the hysteresis or lag. Why should there be a lag of 
just one “period” in the accelerator? Factually the answer would appear to 
depend upon whatever number of calendar days one takes for a period. 

Econometricians are prone to indulge in the use of elaborate mathematical 
machinery, and to adopt the assumptions which justify, or condone, their in- 
dulgence. 

Chapter three is the longest in the book, and embraces 66 out of a total of 158 
pages. It is devoted very largely to pure mathematics. First comes a method of 
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representing the elements of a sinusoidal variation by vectors and by complex 
numbers rather than by the more familiar harmonics of a Fourier series. This 
calls for the combination of vectors rather than the addition of harmonics, and 
leads to a method of determining the “‘stability”’ of a closed system by obtaining 
the locus of the total response vector (or feed-back). An application of this method 
is given for the case where the accelerator coefficient is unity and the rate of 
investment is proportional to the rate of change of income with a definite lag. 

On page 70 it is claimed that ‘“‘by transforming time functions into equivalent 
functions of frequency [harmonics] it is possible to work throughout in vector 
equations or to use corresponding graphical methods and the chief processes in 
such calculations may to some extent be ‘mechanized’ by the use of harmonic 
analysers.” 

In conclusion, the reviewer thinks the so-called ‘“‘more realistic and elaborate 
models” given in chapter four become less realistic as they become more quantita- 
tively elaborate. This is an inevitability which Professor Tustin himself appears 
to concede earlier in his work where he has the following to say concerning a 
Hicksian model: “For good and obvious reasons as Professor Hicks elaborates 
his model his discussion . . . becomes more qualitative.’ 

University of Florida Montcomery D. ANDERSON 


Speculative and Flight Movements of Capital in Postwar International Finance. 
By Arthur I. Bloomfield. Princeton Studies in International Finance, No. 3. 
Princeton, N.J.: Princeton University Press, 1954. Pp. 88. $1.00. 

The reader who hopefully seeks a statistical account of postwar movements of 
speculative and flight capital will not find it in this monograph, as the intro- 
ductory pages reveal. Once he has overcome this initial disappointment, however, 
the student of international finance will be well rewarded by his study of this 
volume. The main actors never appear in statistical tables, but their character 
and traits are skillfully described and analyzed. 

This is in the best tradition of financial reporting. Close observers of a market 
often “know” that a given movement is occurring even if they cannot cite 
statistics to prove it. In the same way Bloomfield has drawn upon his intimate 
knowledge of international finance to describe private movements of speculative 
capital (those made in expectation of changes in exchange rates) and private 
movements of flight capital (those made to escape expected dangers such as war, 
revolution, and the like). Both of these types are in large part clandestine in a 
world of exchange controls, and statistical measurement is impossible. 

Little space is devoted to definitions and concepts. The reader must make 
certain that he understands the terms and how they are used, or he may mis- 
interpret the discussion. For example, when Bloomfield reports a net movement 
of private speculative capital from England to the United States, it does not 
follow that England was a net exporter of private capital. A compensating move- 
ment of private non-speculative capital may have occurred. Bloomfield is careful 
to say exactly what he means, but he is examining only a part of the capital 
account and does not discuss its relation to the whole. A more serious problem 
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arises from the fact that commercial bank transactions are often partly official 
and partly private. Since Bloomfield’s categories require the separation of private 
and official movements, as well as the identification of motives, commercial bank 
operations are difficult to handle. As a result the exact nature of the capital 
movements he describes is not always clear. 

In the main body of the monograph Bloomfield explains the mechanics of hot 
money movements, describes important examples of speculative and flight 
movements since 1945, describes the economic effects of such movements, and 
discusses a number of proposed solutions. Much of this material is not new, but 
it is helpful to have it brought together in one place. 

Space does not permit detailed comments, but a few notable points may be 
mentioned. It is clear that exchange controls have not succeeded in eliminating 
speculative and flight movements of capital. Large movements have occurred 
and Bloomfield doubts that tighter regulations would help. Although he does not 
hazard a guess at the precise magnitude of postwar hot money movements, he 
does assert that ‘‘a significant part of the foreign aid of the United States govern- 
ment has in effect gone to finance hot money movements from the recipient 
countries .. .”’ (p. 59). Since no trustworthy evidence exists regarding size, and 
since only a part of the private capital account is under consideration here, this 
statement and the suggested connection bet-"een aid and hot money movements 
seem open to serious question. 

No easy remedy for hot money movements is offered. Nations can do little 
to attack the motives causing flights of capital, and it is recognized that specula- 
tive movements are largely a result of the disequilibrium in international pay- 
ments. To achieve external balance, and thus reduce speculative pressures, 
Bloomfield recommends “the adoption ...cf financial policies designed to 
achieve and maintain reasonable internal stability .. .” (pp. 74-75). He remains 
skeptical of fluctuating exchange rates as a solution, but he ‘would not be op- 
posed”’ to the use of this device to facilitate transition to currency convertibility, 
or to help a country locate a new par of exchange (pp. 82-83). 

University of North Carolina James C. INGRAM 


Regularization of Business Investment. Edited by Melvin G. de Chazeau. Prince- 
ton, N. J.: Princeton University Press, 1954. Pp. xxvi, 513. $8.00. 

This book grew out of a conference scheduled by the Universities-National 
Bureau Committee for Economic Research and held in New York City on No- 
vember 23-24, 1951. The question discussed is whether regularization of busi- 
ness investment can contribute materially to reduction in the amplitude of 
business cycles. 

Part I includes papers and comments in which the emphasis is primarily on 
regularization of investment from the viewpoint of the firm. Millard Hastay, 
Joel Dean, and Melvin de Chazeau discuss the problem in general terms; then 
Walter Hoadley, Everett Hicks, Richard Gonzalez, K. T. Healy, and Edward 
Morehouse discuss it in terms of the building materials, industrial machinery 
and equipment, petroleum, railroad, and electric utility industries. 





BOOK REVIEWS 221 


Dean points out that the business cycle is generally viewed as a cumulation 
of a number of forces acting largely upon the motive of investment and that our 
principal hope of finding out what can be done to regularize business investment 
lies in understanding better the manag, rial problems of planning and controlling 
capital expenditures. After a stimulating analysis of the demand for and supply 
of investment funds, he concludes that from the standpoint of the individual 
firm, the causes of cyclical fluctuations in investments are deep-rooted and in- 
escapable. Consequently, if the government is to induce stabilization of private 
capital formation, the incentives and compulsions must be strong and if an 
individual firm does much about it without changes in the rules of the game, 
sacrifices in earnings and loss of security will probably result. 

De Chazeau develops the thesis that, of all the ways in which the individual 
firm might contribute to the maintenance of high productive employment, the 
greater regularization of capital outlay is most compatible with the preservation 
of a private enterprise system. Capital outlays must continue to be in the amounts 
and at the times best calculated to serve the interests of the firm rather than for 
the primary purpose of maintaining economic stability, but it is doubtful if the 
best interests of the firm have been served by the traditional concentration of 
outlays during periods of general prosperity. The main hope for a regularization 
policy stems from the wide conviction of postwar managers that the business 
cycle reflects avoidable waste for which they have some responsibility, rather 
than a natural phenomenon which they must weather as best they can. 

Part 2 considers other objectives of management and analyzes conditions in 
the external environment—created by financial institutions and government 
policy—which importantly affect investment decisions. Moses Abramovitz 
writes on inventory policy, Yale Brozen on technological change, Emerson 
Schmict on the promotion of steadier output and sales, Neil Jacoby and J. Fred 
Weston on financial policies, and Albert Hart and Benjamin Higgins on govern- 
ment measures to encourage regulation in the United States and abroad, respec- 
tively. 

Jacoby and Weston give an excellent analysis of how investment decisions are 
modified and limited by an aversion to external financing and to borrowing and 
by an insistence upon a short pay-off period for new capital goods. They advance 
the hypothesis that the optimum horizon of investment planning is typically 
longer than the actual planning horizon currently in use. This indicates a wide 
scope for improvement of investment-planning procedures. More important, 
however, are measures to reduce the feelings of uncertainty about the adequacy 
of aggregate demand and about changes in taxation and regulatory policies of 
government. Business managers probably exaggerate the probability of recur- 
rence of prolonged depression. If so, education in the nature of recently developed 
stabilization devices would promote more regular investment decisions. Hart 
points out that if businessmen think the government stabilization policies 
will be effective, they will tend to place their business bets so as to promote 
regularization; if they are skeptical that such policies are succeeding, they will 
place their bets so as to make regularization more difficult. 
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Part 3 includes brief statements by Donald Woodward, A. G. Abramson, and 
Ruth Mack giving a general summary and appraisal of the conference papers 
and discussion. 

As any economist would anticipate, no clear-cut and generally accepted answer 
is presented to the question of whether the effort to regularize business invest- 
ment can contribute materially to economic stabilization, but a wide variety of 
approaches and suggestions are presented clearly and vigorously. 

Southwestern at Memphis Raurs C. Hon 


The “‘Isma’’: A History and Evaluation. By Eugene O. Golob. New York: Harper 

& Bros., 1954. Pp. xii, 681. $6.00. 

The textbook literature has been enriched by an original, informative, spirited 
book. Professor Golob, a historian with a keen analytical mind, is equally good 
at tracing the growth and changes of an idea or institution and at taking it to 
pieces in a careful critical way. His presentation is never dull, and often bril- 
liantly skillful as he moves from the exposition factual and the analysis keen 
through the history pertinent, the criticism incisive and the irony biting, to the 
re'ection blunt, the evidence irrefutable, and the statistics devastating. 

It is much less easy to say what this book “is about.’’ The four-letter word 
that serves as a title is nowhere explained, and half of the nineteen somewhat 
incongruous specimens listed on the jacket do not specifically appear in an index 
running to well over 1000 main entries. But the author’s purpose is clear enough. 
He is worried about “‘isms’’ befogging the political atmosphere; he feels that 
citizens and policy makers should learn more about them to avoid tragic errors 
in judging what a “capitalist” or “communist” nation is likely to do, and to what 
extent it may be guided by adherence to its doctrines. ‘“This,”’ he writes, ‘‘makes 
it necessary that the differing social theories themselves be clarified, and that is 
what I have tried to do in this book.’’ He does it by giving an exceptionally in- 
clusive yet detailed coverage of the history of social, economic and political 
theories, systems, ideas, philosophies, ideologies, institutions and policies in the 
western world and in Russia, from Mercantilism to Malenkov. 

Part One sets out to examine “The Ideology of Capitalism’’; it ranges from 
economic man and the “invisible hand’”’ to monopolism and the all-too-visible 
hand. It will be noted that the “American Ideology” does not appear as a sub- 
species of the capitalistic one, though “The Classical Doctrine in America’’ does. 
The second part is entitled “The Mercantilist Tradition.” It begins, traditionally 
enough, with Mercantilism, follows through with a good chapter on “American 
Neomercantilism: Alexander Hamilton and His Successors,” and concludes with 
the New Deal (‘Radicalism with a Conservative Heritage’) and ‘‘Keynesian- 
ism’’ (both of which this reviewer hates to see in this company). 

The longest, liveliest and best part of the book is devoted to Socialism. It 
ranges from Utopianism to Stalinism and has quite detailed and thorough dis- 
cussions of British Labour, of American socialism and its failure, and of the de- 
velopment of the Russian communist economy. The last part opens with a 
chapter on “‘Corporatism.”’ In this corner of the ideological zoo we find, among 
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others, fascism, nazism, industrial democracy, Veblenism, the managerial 
revolution, the social encyclicais, and technocracy. 

In the concluding chapter the author develops his own views as he tries to 
formulate the ‘American Ideology’”’ which, not unexpectedly, turns out to be a 
sober, rational, respectable, decent ‘“‘middle-of-the-roadism” of the Fortune 
magazine variety. Finally the author asks: “What is to be Done?” The reader 
who follows him there through discussions of presidential primaries, civil service 
reforms, tariff policies, taxation, coionialism, civil liberties, etc., will easily find 
the answer: Keep cool and reason it out, if you can. As a precept this is admirable, 
but is it an ideology? 

The question takes us to the heart of the problem this book poses. Professor 
Golob has a pervading sense of intellectual responsibility and implicit trust in 
the power of rational thinking to “clarify the different sociai theories” that befog 
the air. He sees danger in walking blindly in this fog. And he seems to believe 
that opening one’s eyes will dispel it. 

Now in regard to theories his belief is indeed justified. Social, economic and 
political theories are rational, systematic statements about reality, testable (on 
principle) against observation. They stand and fall on purely rational ground. 

Ideologies are something entirely different. They are rationalized, systematized 
beliefs, underlying social attitude, action, and reaction. Theories may be right 
or wrong. But ideologies are not right or wrong any more than a tree or an earth- 
quake is. They are part of that reality which theory must explain. What “‘fallacy”’ 
is to social theory, “heresy” is to ideology. Hence theories can be demolished (or 
qualified or clarified or vindicated) by rational criticism, but ideologies can not. 

Because the author fails to make this basic distinction, he indiscriminately 
treats theories and ideologies as “‘isms,’’ which can only result in confusion as 
Keynesian theory becomes an “ism,” and Utopianism or Radicalism a ‘‘social 
theory.”’ The book thus leaves the thoughtful student with one big question un- 
resolved: Why do “‘isms’’ so easily exploded, theories so conclusively disproved, 
economic systems so patently inferior, policies so clearly dubious, prove to be 
so persistent, persuasive, potent? Why are the knights in shining intellectual armor 
so impotent, no matter how persistent and persuasive they may be? 

Only by going beyond and behind the rationalizations and exposing the prime 
movers of social history in the raw will this question be answered. Meanwhile, 
Professor Golob’s book would be this reviewer’s first choice as a text in com- 
parative economic systems because it combines so rich a historical survey with 
so challenging a critical analysis. For these reasons it will also make stimulating 
side-reading in the history of economic thought, and in modern economic history 
as well. 

University of Georgia Greoor Sespa 


Biography of a Bank, The Story of Bank of America. By Marquis James and 
Bessie Rowland James. New York: Harper & Brothers, 1954. Pp. x, 566. $5.00. 
On October 17, 1904, Amadeo Peter Giannini opened the Bank of Italy in the 

North Beach district of San Francisco. Capital was $300,000 with one-half paid 
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in and by the end of the year deposits amounted to only $109,413. At the begin- 
ning of 1953 the direct descendant of the Bank of Italy, Bank of America Na- 
tional Trust anc Savings Association, had resources of well over $8 billion, 538 
domestic and 9 foreign branches and was justifiably proud of being the world’s 
largest bank; exceeded only by the Federal Reserve Banks of New York and 
Chicago, as the authors of this book have carefully footnoted. 

Biography of a Bank is a detailed account of the life of this major financial 
institution from its modest beginnings to the attainment of its present status. It 
is a book, as the authors freely acknowledge, undertaken at the instigation of the 
bank and written for pay. Under such circumstances, the question of bias im- 
mediately raises ite head. It need not detain us. There is some. The fact that A. P. 
Giannini was head of the world’s largest bank does not necessarily mean that he 
was “‘the world’s greatest banker” (p. 477), but statements of this sort are not 
common. That the book presents a favorable account is less open to question. 
Little criticism of the bank is presented and most of this is with respect to its’ 
failure at times to integrate adequately newly acquired banks into the organiza- 
tion and provide suitable management for them. But there is in general little 
more, if any, favoritism shown by the authors for Giannini and his bank than 
Mr. James has shown in his Pulitzer prize-winning volume for Andrew Jackson. 
In short, while the volume is laudatory, there is nothing to indicate that the 
authors are not fully convinced that what they have written wholly and cor- 
rectly reflects the actual situation. This is all that can be expected of any book, 
whether written for pay or otherwise. 

The development of the Bank of America is an intensely interesting story and 
it is related here, as would be expected in light of the authors’ reputations, in 
a highly effective manner. The idea for the bank was apparently conceived by 
Giannini and he dominated the situation—with the possible exception of the 
brief period when Elisha Walker took over—until his death. The reopening of the 
bank following the San Francisco earthquake and fire rather firmly established 
Giannini’s ingenuity. From that time on he was constantly pushing his institu- 
tion to greater size and power, partly through the acquisition of existing banks— 
for which he seems to have had an insatiable thirst—and partly through opening 
new branches. The organization at times got pretty complex and name changes 
were not infrequent, all of which is treated with about the right amount of detail. 
Struggles of Giannini and his bank with various bank regulatory agencies, both 
state and national, occur throughout the history. These are presented largely 
in terms of the regulatory agencies attempting to obstruct the normal develop- 
ment of branch banking. There were also conflicts with ‘Wall Street,”’ particu- 
larly with the Morgan interests, but ultimately right prevailed here, too; only, 
however, after the Bank of America in New York had been lost through merger 
with National City and Mr. Giannini’s dream of nation-wide branch banking 
had received a crushing blow. The account of the proxy fight conducted by 
Giannini to regain control of Transamerica and the California Bank of America 
from Walker provides some of the liveliest reading in the book. The authors 
devote much attention to the relationship between the development of the bank 
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and the economic changes occurring in California. That the institution con- 
tributed to these changes cannot be doubted; that it was responsible for them to 
the extent sometimes indicated can undoubtedly be questioned. 

This book is not the “‘final’”’ appraisal of the Bank of America during its first 
fifty years. Other students of the institution will come up with different views 
of the numerous controversies surrounding it. The mere feat, however, of be- 
coming the world’s largest bank in a period of less than fifty years cannot be 
disparaged. This present volume goes a long way toward telling how it was done. 

University of Florida Joun B. McFerrin 


Railroads of New York: A Study of Government Aid, 1826-1875. By Harry H. 
Pierce. Cambridge, Mass.: Harvard University Press, 1953. Pp. xiii, 208. $3.00. 
As stated by the author this volume “‘is a study of the part played by the state 

and its municipalities in financing the construction of New York railroads” from 

1826 to 1875. And as such, as Professor Carter Goodrich points out in the Fore- 

word, it is ‘‘an impressive contribution to the growing literature devoted to the 

role of the government in the economic development of the United States.”’ 

New York was not unique in railroad financing. During the same period similar 
policies and programs of varying degrees were instituted by states, counties, 
cities, and villages in the states along the Atlantic seaboard. Definitive studies 
of the experiences in some of the states and localities have been published; others 
have been completed and will be forthcoming soon ; and still others are in prepara- 
tion. Together, these will give a greater understanding and appreciation of 
public participation in the earlier years of railroad building. 

Prior to 1876 no less than $400,000,000 was invested in the building of New 
York railroads. Of this amount approximately $47,000,000 came from public 
funds—$10,308,000 from the state and $36,841,000 from local units. In the 
earlier years the state was the major source of public aid. But in 1846 by con- 
stitutional provision the state was prohibited from lending its credit to private 
corporations. It was then that railroad promoters turned to localities for sup- 
port. And they were highly successful. From 1837 to 1875, 315 municipalities in 
55 counties advanced $36,841 ,390.69 in cash or bonds to aid in the construction 
of 85 railroad lines. 

While public aid was substantial and of strategic importance, Professor Pierce 
is careful to point out that most of the funds for the original construction came 
from individual savings and from credit extended by local banks. Up until 1850 
capital furnished by small investors was supplemented by state aid. After that 
date, and especially during the decade after the Civil War, the initial risk was 
assumed by local communities through which the roads passed. However, 
throughout both periods “‘public money rushed in where private capital feared 
to tread.” 

Throughout the book the author makes explicit the keen competition of the 
cities and villages for railroad facilities. Unless they were able to secure railroads 
their commerce and trade would dry up, population would decline, land values 
would decrease and grass would grow on their streets. Such an atmosphere was 
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ideal for railroad promoters. And they used it effectively and sometiines to their 
own personal advantage. By various pressures, some on the shady and seamy 
side, they induced many localities to bond themselves beyond prudent limits. 
Little wonder that in the latter years many of these cities and towns sought by 
every available device to repudiate their bonds for the simple reason that they 
thought they had been cheated. 

Scores of the New York communities that extended aid to railroads should 
suffer financial! losses. This was to be expected. Yet Professor Pierce concludes— 
and correctly so—that ‘‘these localities were amply compensated for their losses 
by the expansion of trade, the growth of manufacture, and the increase in the 
value of their land. The true criterion of public aid to railroads lies not in the 
amount of dividends that a municipality received but in the growth and de- 
velopment of the community resulting from its position on a completed line.”’ 

One is impressed with the thoroughness of the author’s research. With pains- 
taking care he analysed in detail the records of hundreds of cities and villages 
and railroads. The result is a scholarly readable study—a distinguished contri- 
bution to economic history. 

University of South Carolina 8. M. Derrick 


Railroad Leaders, 1845-1890: The Business Mind in Action. By Thomas C. 

Cochran. Cambridge: Harvard University Press, 1953. Pp. 564. $7.50. 

It will not be at all surprising if the typical reader of this volume finds himself 
at first psychologically unprepared for it. There are two major reasons for this. 
For one thing the promise of the book’s main title is a bit misleading; no railroad 
leader and no railroad is subjected to anything which might even by the most 
generous definition of the term be called systematic analysis. Instead the reader 
is given “a panoramic view” in which no less than sixty-one railroad presidents 
play, as it were, a simultaneous part. Clearly in a book which runs to only 228 
pages (apart from a 273-page Appendix and almost 50 pages of notes) little 
connected discussion of ai.y one individual or any one historical situation could 
be expected. 

A second reason for a feeling of strangeness on the part of the reader stems 
from a closely related fact. Accustomed as we are to drama, romance, and 
flambuoyancy where railroad history is concerned (particularly during the 
period covered in this volume), a treatment of this subject maintaining a high 
and even level of objectivity is a relatively rare experience. The focus of at- 
tention here is not corruption, high finance, adventure, technological revolution, 
or any of the other aspects of railroad development so prominent in history 
textbooks. Instead the same men to whom the history books refer are viewed 
doing the everday tasks which fell to the lot of railroad presidents during the last 
half of the nineteenth century—and, what is even more important, they are 
viewed doing these things literally in the privacy of their own offices. 

Perhaps the author could have softened the first “shock” of his book by 
transposing the two titles. This is first and foremost a study of ‘the business 
mind in action’’; railroads and railroad leaders are only the media for keeping 
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the discussion of a highly abstract topic to a gratifyingly low level of abstraction. 
More specifically, this volume consists essentially of the application of a theoreti- 
cal framework to the correspondence files of the president’s office of ten class I 
railroads representing ‘‘all sections of the country except the extreme Southeast 
and Southwest.” (These particular roads were selected for this study, incidentally, 
because they were the only ones for which such information was available. It 
follows that if other than random factors determined what railroad presidents’ 
letters were kept and what destroyed, the conclusions reached in this book are 
subject to proportional distortion.) 

The theoretical framework used, the most important feature of the book, can 
be briefly stated. What Professor Cochran is endeavoring to do is to add bricks 
and mortar to the conception of sociological history which has recently become 
an important tool of social science. The problem at which this approach to 
historical analysis is directed is to explain uniformities in the behavior of dif- 
ferent individuals situated at comparable points in the historical process—e.g., 
railroad presidents. A basic hypothesis is that to an important extent such 
uniformities are the result of the existence of a “prescribing group” whose ex- 
pectations are a powerful motivating force from the standpoint of the individuals 
under consideration. In short, it is assumed that entrepreneurial activity con- 
stitutes a “social role,” and that commonly accepted definitions of that role are 
an important determinant of the behavior of particular entrepreneurs. 

The data used in this study contain much evidence in support of this hy- 
pothesis (and in addition the extracts from hundreds and hundreds of letters 
gathered together in the Appendix provide a gold mine of information useful for 
numerous other purposes). In fact, the reader is apt to find himself a little 
surprised at how well the hypothesis stands up even in the face of the elaborate 
breakdown of ideas and attitudes employed—e.g., labor, regulation, competition, 
the consumer, politics, public opinion, decentralization in management, expan- 
sion, ele. 

To anyone interested in this approach to economic history, and it is certainly 
one of the most promising lines opened up in recent times, this volume can be 
unqualifiedly recommended. 

University of Georgia Howarp R. Smiru 


Collective Bargaining in the Railroad Industry. By Jacob J. Kaufman. New York: 

King’s Crown Press. Pp. viii, 235. $3.75. 

Collective bargaining on our railroads, according to the author, has pretty 
well gone to pot over the past decades. The railroad industry has been beset by 
strikes, threatened strikes, government seizure—the President has deemed it 
necessary on four separate occasions during and since World War II to take over 
the nation’s railroads—and court injunctions. 

The author finds that the deterioration of collective bargaining in this vital 
area of our national life has resulted in part from the nature of the industry, and 
the pattern of industrial relations on the railroads, and in part from the defects 
of the Railway Labor Act of 1926. He finds, for example, that the financial and 
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competitive conditions of the carriers make them reluctant to grant wage in- 
creases because of the uncertainty of securing rate increases from the I. C. C. 
This explains, in part, the recurring strikes and the breakdown of collective 
bargaining. Again, the working rules are a perennial cause of dissatisfaction. The 
rivalries of the railway unions, particularly the operating unions, have con- 
tributed to the difficulties of the situation. Finally, the deteriorating earnings 
position of the railroad workers as compared to industrial workers in general has 
been a significant source of dissatisfaction. 

The Railway Labor Act itself, once widely acclaimed as a model piece of 
legislation of its kind, is held by the author to be in large part responsible for the 
breakdown of collective bargaining. Particular attention is directed at the 
emergency boards which are declared to have “...completely broken down 
collective bargaining between the two parties.’’ This because one or both parties 
will refuse to make concessions in the hopes that they will fare better under an 
emergency board determination. The failure of the adjustment boards to dispose 
of grievances more expeditiously is also pointed to as a contributing factor to 
the breakdown of collective bargaining. 

The author offers certain recommendations for reducing conflict between the 
carriers and their employees. He would not deprive employees of the right to 
strike. He would eliminate the emergency boards. He would expound and extend 
the mediation and conciliation activities of the National Mediation Board. He 
would have the law remain silent as to what the country would do in case of 
strike, leaving it to the President to take appropriate action. Finally, he would 
improve the procedure for dealing with grievances. 

Professor Kaufman has written a compact, readable book. The reviewer, with 
some mild reservations, finds himself in general agreement with the author with 
respect both to his findings and recommendations. He recommends this little 
volume to anyone who wants a concise statement as to why collective bargaining 
isn’t working better on the railroads. 

University of North Carolina H. D. Wor 


Selected Studies of Negro Employment in the South: 3 Southern Plants of Interna- 
tional Harvester Company. By John Hope II. Report No. 6:1, NPA Committee 
of the South. Washington, D. C.: National Planning Association, 1953. Pp. x, 
142, i. Paper, $1.75. 

This study is the first of six studies of biracial employment practices in south- 
ern industry sponsored and directed by the National Planning Association’s 
Committee of the South. The International Harvester Company has followed a 
deliberate policy of hiring a significant proportion of Negroes in its three southern 
plants (Evansville, Louisville, and Memphis). Moreover, the company has fol- 
lowed the practice of promoting from within the organization with merit and 
seniority as controlling factors; thus, the Negro has been afforded the opportunity 
to move upward. These policies are incorporated in the collective labor agree- 
ments and thus become subject to the grievance machinery. 

The three southern plants of the company were constructed following World 
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War II and inherited the long established company policy of biracial empioy- 
ment. Likewise, the unions which represent most of the employees have long 
standing records of opposition to racial discrimination in employment. More- 
over, the other unions, representing smaller units of employees, are not opposed 
to biracial employment. 

This case study provides a valuable insight into the experience of the company 
in the establishment of its policy of non-discrimination. Perhaps this review 
could be made most useful by simply listing the major developments and conclu- 
sions in this unfolding program. In inaugurating the program the company first 
sold the manageriai staff on the desirability of the program, then developed the 
proper attitudes among the employees by utilizing the existing training program 
and an informal educational program. The political characteristics of trade 
unionism made the role of the union leader difficult in regard to the company 
policy. On the one hand, he found his urion dedicated to policies of anti-discrimi- 
nation, but, on the other hand, his election to office depended in part upon an 
electorate that was non-sympathetic with the policy. In an attempt to adjust to 
the local environment both union and management varied their approaches be- 
tween the plants. 

The results of the non-discrimination policy are carefully assayed by Mr. 
Hope. His major conclusions regarding accomplishments include the following: 
A rapid expansion has taken place in the number of Negroes employed in the 
company, and in the proportion of Negroes above unskilled classifications. Dur- 
ing 1950, approximately one-fourth of the Negro employees were upgraded. The 
rise of Negroes above the semi-skilled classifications has not occurred to any sig- 
nificant extent. Only seven Negroes were found to be employed in the clerical, 
professional, technical, and managerial category. Work stoppages over racial 
issues (all four at Memphis) accounted for only 2.2 per cent of the man-hours lost 
from all kinds of wildcat stoppages at the three plants. Most incidents involved 
the promotion policy, and indicated that the scope and intensity of opposition 
to Negro promotion varied directly with the level of job status involved. 

The application of the non-discrimination policy has been confined largely to 
production workers, and has not been applied generally to maintenance workers. 
The failure to extend the policy into this area stems, in part, from the realization 
that Negro labor with the required skills is unavailable. Also, Mr. Hope attributes 
the reluctance of management to stem, in part, from a recognition of the racial 
views of some loca! craft unions and some journeymen. 

Mr. Hope indicates that it would be difficult to find a sizeable number of 
qualified Negroes for skilled jobs. This problem is complicated by the fact that 
during the period under study no Negroes were serving as apprentices. The ex- 
tent and type of public and private vocational training in the three cities was 
much more favorable to white students than Negro students. 

The study concluded that local customs are more effective in the general area 
of employee services than on basic employment policy. The prevailing community 
pattern seemingly determines the amount of segregation in internal plant facili- 
ties and in recreation and leisure-time activities. On the other hand, the com- 
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pany’s health and welfare programs were uniform and had no racial overtones. 

Mr. Hope demonstrates the complexity of the non-discrimination problem by 
describing seven specific cases involving racial matters and how they were 
handled. These cases illustrate the necessity for joint union-management sym- 
pathy for the program. They also demonstrate the importance of the character 
of the individual Negro. Mr. Hope emphasizes that he must have the initiative 
to bid for open jobs and to submit grievances, and to overcome attempts of others 
to “short-circuit” the grievance machinery. In addition, the author demonstrates 
that much depends on the ability of the Negro to sell himself. 

This study is worthy of considerable praise for it is more than a technically 
competent treatise since keen insight into racial problems and a sympathetic 
understanding are outstanding characteristics of the author. This was an excel- 
lent ~hoice for the first NPA study of biracial employment practices in southern 
inu_.ry. 

University of Tennessee J. Frep Hotty 


Introduction to Collective Bargaining. By Domenico Gagliardo. New York: Harper 
and Bros., 1952. Pp. xii, 530. $6.00. 

Professor Gagliardo’s book attempts to provide, as he says, “a simple and 
generalized exposition of collective bargaining, its agencies and process.”” Unfor- 
tunately, despite this laudable goal, intention is not synonymous with achieve- 
ment. 

Part I entitled “The Collective Bargaining Framework,” which consists of 
chapters dealing with the development and structure of trade unions and em- 
ployers’ associations, and the Labor-Management Relations Act of 1947, is by 
far the most satisfactory. The chapters on union history are well integrated. Al- 
though there are obvious omissions and some unsupported generalizations, they 
would supply adequate coverage for the elementary student. Such generalizations 
as (p. 28) “during the 19th century wages, hours, and working conditions were 
such that workers did not feel the need of permanent and powerful unions,’’ and 
the denial of any class consciousness to 19th century unionism, are highly ques- 
tionable. Gagliardo devotes 40 pages to pre-A F of L unionism and only 10 to 
subsequent developments. In these historical chapters the I. W. W. is never 
mentioned and only one page is devoted to the entire period since 1935. The dis- 
cussion of the Taft-Hartley Act in Chapters 7 and 8 is perhaps the best part of 
the text; but even here, the author has failed to document the particular cases 
which he cites. Although his statement that the proscriptions against employer 
practices written into the Wagner Act have been left intact is true, the author 
fails to mention that these restrictions on employers have been made more diffi- 
cult to implement because of such Taft-Hartley modifications as the free speech 
provision and changes in procedure and rules of evidence. 

The entire second part of the book is a conventional discussion of collective 
bargaining which covers both the negotiation of the labor agreement and a sys- 
tematic analysis of its major contractual provisions. There is not much with 
which to disagree because Gagliardo says very little that is new or unique. The 
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author himself acknowledges that most of the illustrative material, analyzing 
contents of collective agreements, has been drawn from the Bureau of Labor 
Statistics compilation of collective bargaining provisions. The deficiencies of this 
section are not due to factual error; instead, they are attributable to the inability 
of the author to vitalize the institutional process which underlines collective bar- 
gaining. A student using this text would have access to the pertinent facts, but he 
still would not have acquired a “feel” for the subject matter. 

This reviewer found the last part of the book, entitled ‘‘Economic and Political 
Aspects,” the least satisfactory. Since this text was designed for use in a labor 
economics course, the inadequacy of this part is disturbing. Most of the section 
dealing with the economic aspects of trade unionism consists of a restatement and 
combination of the Simons and Lindblom approaches. Although the author 
acknowledges that unions differ from ordinary business monopolies and recog- 
nizes the existence of a considerable body of literature which does not accept the 
monopoly thesis, he does not develop this countervailing point of view. These 
chapters are replete with such statements as (p. 47), “union rates being monop- 
oly prices”; (p. 482) “Union action is basically monopoly action’’; and (p. 494) 
“Through the use of monopoly power unions are able to increase their wage 
rates.” Recent developments in applying analytical concepts to issues in collec- 
tive bargaining, and many of the subjects discussed in current literature on 
collective bargaining are never touched. One is left with the impression that the 
only important issue in the economics of collective bargaining is the union monop- 
oly problem. Moreover, this textbook is replete with statements such as “some 
say,”’ so that one frequently finds it difficult to disentangle the author’s opinions 
from those he is ostensibly quoting. Gagliardo overemphasizes union encroach- 
ment on management prerogatives by failing to make the distinction between 
usurpation of ‘“‘true management functions” and the unions’ right to challenge 
management decisions. This work suffers because the author’s generalizations 
frequently cannot be supported without empirical data which are seldom intro- 
duced, and because Gagliardo does not specifically state his value criteria. 

The critical nature of these observations should not make one lose sight of the 
major virtues of this text. The focus of this book is on the public interest, an 
approach all too frequently neglected in many texts in the industrial relations 
area. 


Washington University Irvin SoBEL 


The Telegraphers: Their Craft and Their Unions. By Vidkunn Ulriksson. Washing- 
ton, D. C.: Public Affairs Press, 1953. Pp. v, 218. $3.75. 

This is a valuable addition to the growing literature on the history of labor 
relations in particular industries in America. It is not a happy one, however. The 
details are shocking, and one can perhaps find in them more reasons for the rise 
of a militant labor movement to protect the interest of the worker than in any 
other volume which has come to the reviewer’s attention. Professor Ulriksson, 
himself a telegrapher of many years service, writes with devastating frankness on 
how one of the great industries in America openly fought, with every weapon at 
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its command, the creation of an independent labor organization. The subterfuge 
and questionable tactics used by the Western Union, as recorded here, are per- 
haps unequaled in any major American industry. One may well wonder if the 
present difficulties of the Landline telegraphs do not stem in part from failure 
to reduce operational costs by mechanization because of a heavy reliance on a 
subdued and lowly paid work force. 

There are throughout the volume scattered suggestions of a necessary and close 
relationship between wages and profits, with implications of a causal nature. 
This is unfortunate, because in the reviewer’s opinion wages ought not to be tied 
to profits, but should be determined on a basis of productivity. If there were 
reasons for high wages because of high profits in the early years of the telegraph 
industry, which the author subtly suggests, there is certainly reason today for 
low wages because of the somewhat meager returns now being realized by the 
telegraph industry—so meager, in fact, that it frequently finds itself repre- 
sented in negative terms. This is a minor irritant, however, and no student of 
American industry should be without the information contained in the volume. 

Alabama College Ricuarp Powers 


Labor Unions and National Politics in Italian Industrial Plants. By Maurice F. 

Neufeld. Ithaca, N. Y.: Cornell University, 1953. Pp. xiv, 146. $2.00. 

This is the first of a new series of publications entitled ‘Cornell International 
Industrial and Labor Relations Reports,” a series designed to include other 
studies in international and comparative industrial and labor relations. The 
author first became interested in the subject of Italian labor while serving with 
the Allied Military Government between 1943 and 1945 and later returned for 
further research in 1952. 

The results of Professor Neufeld’s studies are interesting and valuable both to 
students of comparative lahor movements and to those interested in political 
movements in Italy. Primarily, however, the author is interested in how griev- 
ance committees work in Italian industrial plants and the part which national 
unions and national politics have played in the performance and even in the very 
existence of such committees. 

The problems of the individual Italian workers at the local level first led to the 
formation of grievance committees in industrial plants as far back as 1900. 
When the Fascist regime took over, the committees were dissolved, but prior to 
that date there was constant struggle to transform them into factory councils 
designed to take over the plants themselves. Reading Professor Neufeld’s history 
of this period, one gets the feeling that workers were looking for some way to 
take care of the day to day disputes or differences that happen in any industrial 
plant. Visionary leaders, on the other hand, were constantly seeking to turn these 
fairly simple groups into institutions for changing from capitalism to socialism. 
National unions did not form grievance committees to settle local disputes. 
Nationa! unions were more interested in political movements. 

After Mussolini was dismissed some attempt was made by the government to 
re-establish grievance committees in order to bring about labor-management 
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collaboration. Jf one were to summarize briefly the history of Italian labor- 
management relations, one could say that once again there was the struggle 
between those who wanted collaboration between labor and management at the 
local level and those who wanted to make the local committees pawns in the 
struggle of national politics as the national labor federations pulled back and 
forth between communism and capitalism and all the variations in between. 

Naturally such a brief statement does not do justice to the wealth of detail 
which Professor Neufeld has presented as he describes the history of these 
struggles and the agreements among the several labor confederations which deal 
with the procedures and functions of grievance committees. Apparently the 
non-communist confederations have sought to make the grievance committees 
into what we might call local unions devoted to collective bargaining at the 
local level. They have not been wholly successfu: because of the pro-communist 
majorities on many of the local committees. Such majorities “make political 
neutrality and strict application to union tasks unrealistic and unmanageable 
assignments.” The attitude of some employers has not helped the non-communist 
federations because, ironically enough, many of them have worked with the 
communist groups. 

In the immediate future, concludes the author, the purposes of grievance 
committees will remain unfulfilled. The very foundation of the committees is a 
“willingness to solve as many factory problems as possible within the confines of 
the plant in a spirit of cooperation with enlightened management” (p. 98). Such 
& purpose cannot easily be achieved in a country where an overwhelming number 
of workers “remain wedded to an embittered Marxist outlook upon life.” 

The book is an excellent scholarly presentation of an important aspect of the 
economic life of a great nation. 

Duke University Frank T. pe VYveR 


Instalment Sales Financing: Its Services to the Dealer. By Clyde William Phelps. 

Baltimore, Md.: Commercial Credit Co., 1953. Pp. vii, 99. 

This, the second monograph by Phelps in a projected series for the Commerical 
Credit Company, concerns itself in the main with the services rendered by sales 
finance companies to automobile dealers: ‘‘Complete, adequate, and dependable 
financing; an independent source of financing for ordinary and for emergency 
capital needs; sales promotion assistance; specialized know-how; insurance 
protection ; credits and collections; retention of dealer control over time sales; and 
economical financing.’’ While some attention is also here given to sales finance 
company-applicance dealer relationships, it is promised that subsequent studies 
will be ‘devoted to detailed consideration of the services rendered to consumers 
and to manufacturers and distributors. .. .”’ 

As in the former case, this study is, by and large, well-written and scholarly. 
Indeed, it is ‘‘scholarly’”’ almost to a fault, as, for example, when in a very com- 
monplace assertion, referring to the alternatives available to the consumer seek- 
ing instalment financing, Phelps deems it necessary to cite corroborative state- 
ments appearing in a general money and banking textbook (p. 81). Only a few 
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grammatical and literary errors appear, but at least one is hardly pardonable. 
The tautological ‘‘general consensus of opinion” occurs on page 59. 

In the brief space alioted to this review, it is impossible but to mention a few 
of the substantial characteristics of the work which, as was also pointed out in the 
review of the first monograph (see this Journal, April 1954, pp. 409-410), tend 
to give these studies a somewhat nonobjective flavor: 

1. While a high degree of trading-on-the-equity is made possible by loan funds 
advanced to dealers by sales finance companies, and while the leverage thereby 
obtained will magnify dealers’ profits in favorable periods, mention is not made 
of the equally obvious fact that leverage likewise serves to magnify losses in 
times of adversity. 

2. While attention continually is called to the benefits to the dealer in his 
“partnership” with his “chosen” sales finance company, the quantity and the 
nature of the services rendered tends to suggest that there may be frequent in- 
stances where the finance company so completely dominates the activities of 
the dealer as to make him little more than a kind of profit-sharing (but loss- 
taking!) agent of the financial institution. 

3. The impression is attempted that sales finance companies are quite bene- 
ficent institutions, rendering automobile dealers services (as in the cases of 
wholesaling, floor financing, and capital loans) on a virtually “‘cost-free”’ basis. 
Why is it so often felt necessary, in our free enterprise system, to indulge in this 
kind of hokum? Good business is good business, and normal profits are the justi- 
fiable objectives of business activity. 

4. The structure of the sales-finance-company industry is of the “oligopoly 
with a competitive fringe” type. The cross-elasticity of demand, however, must 
certainly be quite high. Banks and other financial institutions appear to be 
offering sales finance companies increasingly effective competition. Yet, there 
are legal impediments—e.g., state laws against branch banking—which appear to 
serve as effective barriers to entry to a substantial degree. 

Notwithstanding the above criticisms, this reviewer has experienced a valuable 
addition to his knowledge of the nature and function of these extremely import- 
ant financial institutions. Moreover, the public relations effort seems to have 
been effective, for he finds himself largely convinced that sales finance com- 
panies, as specialized financial institutions offering an integrated variety of ser- 
vices, do provide a socially efficient response to a felt need. He must reiterate 
his hope, however, that some attempt will soon be made to bring financial and 
operating data into focu., and that the relationship between the “big three” 
sales finance companies and the major automobile manufacturers will be clarified. 

Stetson University Ricnarp F. Ericson 





PERSONNEL NOTES 


R. 8. Adden has returned to the Economics Department at the Citadel after 
finishing his Ph.D. degree residence requirements at the University of North 
Carolina. 

Joseph Airov, formerly research associate at Massachusetts Institute of 
Technology, has been appointed instructor in economics at the School of Business 
Administration, Emory University. 

Clark Lee Allen has resigned as head of the Department of Economics at 
Florida State University to become head of the Department of Economics at 
the Agricultural and Mechanical College of Texas. 

John E. Altazan has been appointed assistant professor of international trade 
at Loyola University of the South. 

Lowell D. Ashby, professor of economics, has returned to the University of 
North Carolina after having been on leave a year studying at Harvard University. 

Frank T. Bachmura has resigned from Denison University to accept a position 
as visiting assistant professor of economics at Vanderbilt University. 

Charles M. Behrman, instructor in accounting at Florida State University, 
has been granted a leave of absence to work on the doctor’s degree. 

John Hibbs Brashear has been appointed part-time instructor in economics at 
the University of North Carolina. 

B. Joseph Browning has resigned as assistant professor of economics at Austin 
Peay State College to accept the post as principal of the Yorkshire school in 
West Tennessee. 

James M. Buchanan, professor of economics at Florida State University, was 
a consultant to the RAND Corporation in Santa Monica during the summer of 
1954. 

W.S. Buckingham, Jr., has been promoted to associate professor of economics 
at the School of Industrial Management, Georgia Institute of Technology. 

Forrest Carter, assistant professor of accounting at the University of Tennessee, 
has taken a leave of absence for the purpose of pursuing additional graduate 
work at the doctoral level at Indiana University. 

John Champion has returned from a year’s study at the University of Michigan 
and has been promoted to associate professor at the College of Business Ad- 
ministration, University of Georgia. 

Jeff Cobb, assistant professor at the College of Business Administration, 
University of Georgia, is on leave studying at the University of Pennsylvania. 

A. J. Cooper has been appointed instructor in the School of Industrial Manage- 
ment, Georgia Institute of Technology. 

D. E. Crawford was promoted to associate agriultural economist at Clemson 
College. 

Ben F. Curry, formerly a part-time lecturer at the University of North 
Carolina, has been appointed assistant professor of economics at Stetson Univer- 
sity. 
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Sherman F. Dallas, of the school of Industrial Management, Georgia Institute 
of Technology, has resigned to accept a position at the University of Indiana. 

Walter H. Delaplane, formerly head of the Department of Economics at 
Texas A. & M. College, has been made dean of the School of Arts and Sciences 
there. 

Arthur T. Dietz, formerly assistant professor of economics at Wesleyan Uni- 
versity (Connecticut), is now assistant professor of business administration at 
Emory University. 

Robert Dinman, formerly on the staff of the University of Southern California, 
has been appointed professor of accounting, University of Florida. 

Jack T. Dobson, assistant professor of management and finance at Florida 
State University, has been granted leave of absence to work on the doctor’s 
degree. 

Arch Richard Dooley, who has served as lecturer in business administration 
and assistant dean for two years, has been appointed dean of the School of 
Business Administration, University of North Carolina, beginning September 1, 
1955. During the 1954-1955 academic year he will serve as assistant professor 
of production management at the Harvard Graduate School of Business Ad- 
ministration. 

Howard 8. Dye has been promoted to professor of economics at the University 
of Tennessee. 

John G. Eldridge has retired from his position as professor of economics after 
27 years of teaching at the University of Florida. 

Robert D. Entenberg has resigned as assistant professor in the College of 
Business Administration, University of Georgia, to accept a position in retailing 
at the University of Pittsburgh. 

George Fair has been promoted to assistant professor of accounting at Louisiana 
State University. 

William T. Frames has been appointed instructor in the School of Industrial 
Management, Georgia Institute of Technology. 

Inez Frink, instructor in business education at Florida State University, has 
been granted leave of absence to work on the doctor’s degree. 

Robert L. Froemke, assistant professor in the College of Business Adminis- 
tration, University of Georgia, is now on leave studying at Columbia University. 

Gordon Samuel Fyfe has been appointed assistant professor of marketing at 
the University of North Carolina. 

8. Paul Garner, head of the Accounting Department at the University of 
Alabama, has been named acting dean of the School of Commerce and Business 
Administration. 

Claude Swanson George, Jr., formerly at the University of Texas, has been 
appointed associate professor of industrial management at the University of 
North Carolina. 

Milton Goldberg, instructor in business administration at Louisiana State 
University, is on leave for the 1954-55 session to continue his graduate work. 

Paul Newman Guthrie, professor of economics, is on leave of absence from 
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the University of North Carolina during the fall semester of 1954-1955 to serve 
as impartial umpire for settlement of labor grievances in certain large companies 
and railroads in the country. 

Percy L. Guyton has resigned as professor of economics and business at King 
College and has been appointed associate professor of economics and head of the 
economics section of the Department of Social Sciences at Memphis State 
College. 

John B. Hambrick has resigned from the staff of Carson-Newman College to 
return to the Alexander Hamilton Institute. 

James 8. Herin, assistant professor of accounting at the University of South 
Carolina, has leave of absence for graduate study at the University of Indiana. 

James E. Hibden, formerly part-time instructor in economics and graduate 
student at the University of North Carolina, has been appointed assistant 
professor of economics at the Atlanta Division of the University of Georgia. 

Lewis E. Hill, assistant professor of economics since 1948 at Furman Univer- 
sity, has accepted a position at Shorter College for the coming year. 

Richard J. M. Hobbs, professor of business law since 1929, has been appointed 
acting dean of the School of Business Administration, University of North Caro- 
lina, for the period of July 1, 1954 to August 31, 1955. 

J. Fred Holly, head of the Department of Economics at the University of 
Tennessee, directed a workshop in economic education at the University of 
Tennessee during tle first summer session. 

Ralph C. Hon, professor of economics and business administration at South- 
western at Memphis, spent five weeks last summer with the Hercules Powder 
Company at Wilmington, Deleware, on a Foundation for Economic Education 
fellowship. 

Lemuel Russell Jordan has been appointed part-time instructor in business 
administration at the University of North Carolina. 

J. Robert Karp is on leave of absence from his position as assistant professor 
of economics, University of Florida, to continue work on his doctorate at Prince- 
ton University. 

Walter P. Kennon, formerly instructor in business administration in the 
School of Business, University of Chicago, is now assistant professor of business 
administration in the School of Business Administration, Emory University. 

Robert G. Layer has been promoted to associate professor of economics at 
Texas A. & M. College. 

Raymond V. Lesikar, formerly of the University of Texas, has been appointed 
assistant professor of business administration at Louisiana State University. 

George E. Maddox has been granted a year’s leave of absence from the School 
of Industrial Management, Georgia School of Technology, to study at the 
University of Indiana. 

Jesse W. Markham, who has been on leave from Vanderbilt University during 
the past year as visiting professor of economics at Princeton University, has 
resigned his Vanderbilt position to accept a permanent position at Princeton. 
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Meanwhile, he has served as acting director of the Bureau of Industrial Eco- 
nomics of the Federal Trade Commission. 

Murray J. Martin, who recently served with the Army, has jointed the staff 
of David Lipscomb College as a teacher of economics. 

W. M. McCollough has been appointed instructor in the School of Industrial 
Management, Georgia School of Technology. 

James W. McKie has resigned as assistant professor of economics at Harvard 
University to accept an associate professorship at Vanderbilt University. 

Leon C. Megginson has been promoted to associate professor of business 
administration at Louisiana State University. 

Lee J. Melton, Jr., formerly assistant professor at Louisiana State University, 
has been appointed assistant professor of economics, University of Florida. 

Charles N. Millican has been promoted to assistant professor of economics, 
University of Florida. 

Jerome W. Milliman, assistant professor of economics at Florida State Uni- 
versity, was on leave during the summer of 1954 to continue his doctorate work 
at the University of California at Los Angeles. 

Amos Monroe Moore has been appointed part-time instructor in business 
administration at the University of North Carolina. 

Aurelius Morgner, associate professor of economics at Texas A. & M. College, 
has been awarded a Ford Foundation fellowship for study and research at Colum- 
bia University during the academic year 1954-55. 

James A. Morris, associate professor of economics at the University of South 
Carolina, has returned after a year of study in England under a Ford Foundation 
grant. ‘ 

Charles E. Myler, Jr., instructor in economics, Loyola University of the 
South, has been granted a leave of absence to carry on doctorate work at Indiana 
University. 

Elizabeth O’Dell, assistant professor of secretarial science at the University 
of South Carolina, has returned from a year of advanced study at Columbia 
University. 

Henry M. Oliver, Jr., professor of economics at Indiana University, served as a 
visiting professor of economics in the summer session of 1954 at the University 
of North Carolina. 

Ernest F. Patterson, associate professor of economics at the University of 
Alabama, has received a grant from the Ford Foundation and will spend next 
year studying in the fields of agricultural economics and economic history at 
Harvard University. 

Ralph William Pfouts, associate professor of economics, who has been studying 
in the Department of Applied Economics at Cambridge University, England, 
returned this fall to the University of North Carolina. 

Clinton A. Phillips has jointed the staff of the University of Tennessee as an 
instructor in economics. 

Richard C. Plumer of Rollins College died in May, 1954. 

Arthur L. Rayhawk, formeriy director, Bureau of Business Research, Uni- 
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versity of Georgia, has resigned that position to join the U. 8. Department of 
Defense. 

N. H. Ringstrom, formerly of the University of Arizona, has been appointed 
associate professor of marketing and management at Loyola University of the 
South. 

Merrill J. Roberts has resigned from his position as associate professor of 
economics, University of Florida, to accept an appointment at the University 
of California at Los Angeles. 

Ralph Robey, formerly with the National Association of Manufacturers, has 
been appointed professor of banking at the University of South Carolina. 

Stefan H. Robock, chief economist, Government Relations and Economics 
Staff, Tennessee Valley Authority, has been granted a year’s leave of absence to 
accept an assignment with the United Nations Technical Assistance Administra- 
tion as economic development adviser in Brazil. 

M. C. Rochester, head of Extension Economics at Clemson College, was a 
fellow this summer at Case Institute in the Economics-in-Action program. 

William D. Ross has been promoted to professor of economics at Louisiana 
State University. 

D. D. Saunders, of the University of Oklahoma, was a visiting associate 
professor of economics at Louisiana State University for the 1954 summer 
session. 

Allen M. Sievers, who was formerly on the staff of Woman’s College, University 
of North Carolina, and more recently was chief of the Economic Analysis Section 
in the Bureau of Foreign Commerce, U. 8. Department of Commerce, has been 
appointed associate professor of economics, University of Florida. 

Peter Kirk Sinclair has been appointed part-time instructor in economics at 
the University of North Carolina. 

Walter Allen Spivey has been appointed part-time instructor in economics at 
the University of North Carolina. 

Corydon Perry Spruill has been appointed chairman of the Committee on 
Instructional Personnel and as such will for the next year function as the execu- 
tive in charge of all academic affairs at the University of North Carolina. He will 
continue to serve as dean of the General College. 

William Frederick Suhring has been appointed part-time lecturer in marketing 
at the University of North Carolina. 

G. Winston Summerhill has returned to the University of Florida as assistant 
professor of management after a two-year leave of absence during which he was 
continuing his graduate work at Duke University. 

Glenn Sutton has been appointed director of the Graduate Division of the 
College of Business Administration, University of Georgia. 

Kenneth M. Thompson has been promoted to associate professor of economics 
at Louisiana State University. 

George I. Whitlatch has resigned as director, Tennessee Industrial and 
Agricultural Development Commission, to join the staff of the Bureau of Busi- 
ness Research, College of Business Administration, University of Tennessee. 
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J. Earl Williams has been appointed assistant professor of economics at Austin 
Peay State College. 

Alvin B. Wooten, assistant professor of economics at the University of Ar- 
kansas, is visiting assistant professor of economics at Texas A. & M. College for 
the academic year 1954-55. 


The following names have been added to the membership of the Southern 
Economic Association : 

Thomas R. Atkinson, Federal Reserve Bank of Atlanta, Atlanta, Ga. 

Harwell L. Boyd, Jr., 469 Beacon Street, Boston 15, Mass. 

Harry Brandt, 4893 Durden Drive, Chamblee, Ga. 

E. G. Cleverdon, Merchants National Bank of Mobile, Mobile, Ala. 

College of Business Administration, University of Florida, Gainesville, Fla. 

Ciarence B. Hale, Colonial Road, Abingdon, Va. 

John T. Harris, 2204 Azalia Circle, Decatur, Ga. 

H. C. Leonard, Gulf States Utilities, Baton Rouge, La. 

William David Maxwell, Department of Political Economy, Johns Hopkins 
University, Baltimore, Md. 

Henry W. Nash, Mississippi College, Clinton, Miss. 

Frank J. Schwentker, School of Business Administration, University of North 
Carolina, Chapel Hill, N. C. 


Lyell J. Thomas, R. F. D. #1, Box 311-A, Wake Forrest, N. C. 

Robert W. Travis, College of Business Administration, University of Florida, 
Gainesville, Fla. 

Carl A. Wares, Jr., School of Business, University of Louisville, Louisville, Ky. 

C. J. Yates, Southern Bell Telephone & Telegraph Co., Jacksonville, Fla. 
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PROGRAM OF THE TWENTY-FOURTH ANNUAL CONFERENCE OF THE 
SOUTHERN ECONOMIC ASSOCIATION 


Buena Vista Hotel, Bilori, Mississippi, November 19 & 20, 1964 


Friday, November 19, 1954 


9:00 A.M.—Meeting of the Executive 
Committee 


10:00 A.M.—Morning Sessions 


Seminar: Economic Theory—Hurricane 


Room (Section A). Chairman: Harlan 
L. McCracken, Louisiana State Uni- 
versity. 

. Properties of Supply and Demand 
Curves. John 8. Henderson, Universit 
of Alabama. Discussion: Norman 
Wood, University of Tennessee. 

. The Problem of Verification in Eco- 
nomics. Fritz Machlup, Johns Hopkins 
University. Discussion: Clark Lee 
Allen, Texas A & M eg 

. The Implications of the Philosophy of 
Twentieth ‘wn Physics for the 
Development of Economic Theory. 


Royall Brandis, University of Illinoie. 

Discussion: Cecil K. Brown, Davidson 

College. 

Seminar: International Economics and 
Policy—Fiesta m. Chairman: 

George W. Stocking, Vanderbilt Uni- 


versity. 

. Foreign Capital in Latin America. 
Harry Stark, University of Miami. 
Discussion : tor Hardin, Howard 
College. 

. U. 8. Foreign Lending Policy. J. N. 
Behrman, Washington and Lee Uni- 
versity. Discussion: David Townsend, 
University of Houston. 

. National Independence and Economic 
Self-Sufficiency. R. W. Trenton, Okla- 
homa A & College. Discussion: 
Harold J. Heck, Tulane University. 


Seminar: Income Distribution and Con- 


sumption—Card Room. Chairman: 

N icholas Georgescu-Roegan, Vanderbilt 
University. 

. Income in uality in the South. T. R. 
Atkinson Federal Reserve Bank, 
Atlanta. Discussion: Robert W. Pater- 
son, University of South Carolina. 

. Factors Affecting State Per Capita 
Income Differentials—1940 and 1950 
Comparisons with Dynamic Analysis. 
John L. Fulmer, Emory University. 
Discussion: John L. iehamn, Uni- 
versity of Kentucky. 

. Methods of Empirical Study of Con- 
sumers’ Preferences and the Theory of 
Utility. Ralph W. Pfouts, University 
of North Carolina. Discussion: Cleon 
Harrell, North Carolina State College. 


Seminar: Public Utility, Transportation 


and Spatial Organization—Sun Room. 
Chairman: John H. Goff, Emory 
University. 

. Causes of Recent Major Adjustments 
in and Character of Coastal Shipping. 
Marvin L. Fair, Tulane University. 
Discussion: Harold L. Johnson, At- 
lanta Division, University of Georgia. 

. Problem of Controlling, Maintaining, 
and Financing of Roadbeds of Rail- 
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. Psycho-P 
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ways and Highways. H. W. Nicholson, 
University of Virginia. Discussion: 
Carl Stern, Randolph-Macon Woman’s 
College. 

. Private vs. Public Power for Meetin 
Atomic Energy Power Needs. John M. 
Peterson and John V. Krutilla, Ten- 
nessee Valley Authority. Discussion: 
Edgar 8. Dunn, University of Florida. 


2:00 P.M. Afternoon Sessions 


Seminar: Market and Area Development— 


Hurricane Room (Section B). Chair- 
man: William T. Hicks, University of 


Mississippi. 
. Some a Effects of the Pro- 


duction and Distribution Methods of 
Florida Fisheries. Carter C,. Osterbind, 
University of Florida. Discussion: Wil- 
liam H. Harris. Jr., University of Geor- 


a. 
_ Statistical Basis for Stating Hy- 


potheses on Characteristics of Com- 
muter Behavior. James W. Martin 
and John L. Johnson, University of 
Kentucky. Discussion: C. H. McGregor, 
University of North Carolina. 

hysical Methods in the Study 
of Consumer Preferences. Richard 
Morse, Florida State University. 
Discussion: Stuart McFarland, Atlanta 
Division, University of Georgia. 


. Impact of Industrialization upon the 


Marketing Outlets for Locally Pro- 

duced Farm Products. W. E. Christian, 

arom State —_ Discussion : 

Me . Bennett, niversity of 
iami. 


Seminar: Economic Decisions and Economic 


Organization—Card Room. Chairman: 
H. Gordon ages, Tulane University. 
roups Values, and 
Decision-Making. C. Addison Hick- 
man, North Carolina State College. 
Discussion: James W. Sweeney, 
Georgia Institute of Technology. 


. Economics of Control Charts and Cost 


Functions. Dudley J. Cowden, Uni- 
versity of North Carolina. Discussion: 
Werner Z. Hirsch, Washington Uni- 
versity. 


. The Efiects of a System of Control on 


the Basic Structure of Capitalism. 
Walter 8. Buckingham, Jr., Georgia 
Institute of Technology, and Sherman 
Dallas, University of Indiana. Dis- 
cussion: Joseph Airov, Emory Uni- 
versity. 


Seminar: Agricultural Policy and Change— 


Hurricane Room (Section A). Chair- 
man: George H. Aull, Clemson College. 


1. A Review of Contemporary Agri- 


cultural Policy. Rudolph W. Freund, 
North Carolina State Cesoge. Dis- 
cussion: James M. Stepp, Clemson 
College. 


. Impact of Industrial Growth on 


Agriculture. Vernon Ruttan, Ten- 
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nessee Valley Authority. Discussion: 
Donald J. May, Emory University. 

. The Economic and Politica\ Philosophy 
of Flexible Price Supports. W. E. Hamil- 
ton, American Farm Bureau Federa- 
tion. Discussion: John R. Greenman, 
University of Florida. 

. Agrarian Reform and Economic De- 
velopment. Julian H. Bradsher, Okla- 
homa A & M College. Discussion: 
Erven Long, University of Tennessee. 


Seminar: Business Organization and Person- 


nel Administration—Sun Room. Chair- 
man: James E. Gates, University of 
Georgia. 

. Recent Research in Industrial Re- 
lations. William R. Spriegel, Uni- 
versity of Texas. Discussion: Victor 
Tabaka, Emory University. 

. Personnel Practices in the Southeast: 
Evaluation of Influence of Size of 
Firm on Personnel Operations. William 
R. Myles, Sherwood MelIntyre, and 
Ellsworth H. Steele, Alabama Poly- 
technic Institute. Discussion: Leon C. 
Megginson, Louisiana State Uni- 
versity. 

. Ethies and the Business System. J. 
Whitney Bunting, Oglethor Uni- 
versity. Discussion: Morgan Sandifer, 
Plantation Pipeline Company. 

. An Appraisal of Managerial Assistance 
to Small Business. James I. Mills, 
Smal! Business Administration. Dis- 


cussion: Frank Goodwin, University of 
Florida. 


Seminar: Government Finance, Money, and 


Business Cycles—Fiesta Room. Chair- 
man: Rodman Sullivan, University of 
Kentucky. 

. Publie Debt and Economic Dynamics. 
Richard B. Johnson, Southern Method- 
ist University. Discussion: Joe 8. 
Floyd, Jr., University of Florida. 

. The Role of Money in Aggregate 
Demand, 1865-1900. Alan D. Dailey, 
Mississippi State College. Discussion: 
Rendig Fels, Vanderbilt University. 

. Reexamination of the Argument on 
Regressiveness of Sales Taxes. Robert 
R. Dince, University of Georgia. 
Discussion: Ervin K. Zingler, Uni- 
versity of Houston. 

. Fallacy of a Stabilized Price Level. 
James B. Trant, Louisiana State 
University. Discussion: Edward C. 
Simmons, Duke University. 


6:00 P.M.—Dinner Meeting of Officers, 


Editors, and Correspondents 
8:00 P.M.—Evening Session— 
Hurricane Room 


Chairman: Ralph C. Hon, Southwestern 


University. Introduction of President. 


Presidential Address: The Structure of the 


American Capital Market. John B. 
McFerrin, University of Florida. 


Saturday, November 20, 1954 


9:00 A.M.—Annual Business Meeting— 
Hurricane Room 


10:00 A.M.—Morning Sessions 


Seminar: Labor Economics and W 


Hurricane Room (Section A). Chair- 
man: Langston T. Hawley, University 
of Alabama. 

. Factors Influencing the Patterns of 
Growth and Change of Collective 
Bargaining of Newly Industrialized 
Areas. Frederic Meyers, University of 
Texas. Discussion: Robert L. Bunting, 
University of North Carolina. 

. The Union-Monopoly Issue. F. Ray 
Marshall, University of Mississippi. 
Discussion: Allan M. Cartter, Duke 
University. 

. Popular Myths about the Character of 
the Southern Labor Force. Nicholas 
Beadles, Asheville, North Carolina. 
Discussion: Gladys Boone, Sweet Briar 


College. 
Seminar: — and Business Regula- 


tion—Card Room. Chairman: Tipton 
R. Snavely, University of Virginia. 

. The Economic and Legalistic Approach 
to Monopoly. Jesse W. Markham, 
Vanderbilt University. Discussion: 
Jim E. Reese, University of Oklahoma. 

. Reappraisal of F.O.B. Pricing and 
Freight Absorption. Donald Dewey, 
Duke University. Discussion: J. C. D. 
Blaine, University of North Carolina. 

. The Measurement of Economic Con- 
centration and the Relationship of 
Changes in Concentration Within 
Industries to Various Phenomena. 
Frank J. Kottke, Federal Trade 


Commission. Discussion: Marshall R. 
Colberg, Florida State University. 


Seminar: Economic Policy and Economic 


Criteria—Sun Room. Chairman: James 
- rae Lockheed Aircraft Corpora- 
ion. 


1. Use of Economic Theory in Policy 


Formulation. Don D. Humphrey, 
Duke University. Discussion: Charles 
Taylor, Federal Meserve Bank, 
Atlanta. 


. Incremental Methods of Allocating 


rey, Costs as a Basis for Motor- 
Vehicle Taxation. William D. Ross, 
Louisiana State University. Dis- 
cussion: William N. Peach, University 
of Oklahoma. 


. Value Factors in Relation to Govern- 


ment Expenditures. Percy L. Guyton, 
Memphis State College. Discussion: 
Clarence E. Philbrook, University of 
North Carolina. 


Seminar: Industrial Growth and Invest- 


ment—Fiesta Room. Chairman: Robert 
W. French, Tulane University. 


: popunes of Methods Used to Promote 
n 


ustrial Development. Paul W. 
Milam, University of Arkansas. Dis- 
cussion: Lorin Thompson, University 
of Virginia. 


. An Evaluation of the Participation of 


Investment Companies in the Suppl 

of Investment Capital to the Sout 

Since 1940. R. F. Ericson, Stetson 
University. Discussion: E. 8. Wallace, 
Millsaps College 


. Municipal Bonds for Industrial Ex- 


penne. John R. Craf, University of 
isville. Discussion: Frederick 8. 
Morton, Davidson College. 
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ton: Princeton University Press, 1954. Pp. xi, 204. $4.00. 

Foreign Exchange in the Postwar World. By Raymond F. Mikesell. New York: 
Twentieth Century Fund, 1954. Pp. xv, 658. $5.00. 

Power, Order, and the Economy: A Preface to the Social Sciences. By Marbury B. 
Ogle, Jr., and others. New York: Harper & Bros., 1954. Pp. xii, 852. $6.00. 

Wage Structures and Administration. By H. M. Douty. Los Angeles, Calif.: 
Institute of Industrial Relations, University of California, 1954. Pp. viii, 72. 
Paper, 25¢. 

Jobs? or Jobless Pay?—The Real Issue Behind the New Guaranteed Wage Pro- 
posals. Washington, D. C.: Chamber of Commerce of the United States, 1954. 
Pp. v, 90. Paper, $2.00. 

Relation of the State to Industrial Action and Economics and Jurisprudence. Two 
essays by Henry Carter Adams. New York: Columbia University Press, 1954. 
Pp. viii, 182. $3.00. 
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ed. New York: Macmillan Co., 1954. Pp. xiii, 579. $6.25. 
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New York: Macmillan Co., 1954. Pp. 442. $5.25. 

The Emerging Pattern of International Payments. By Raymond F. Mikesell. 
Princeton: International Finance Section, Department of Economics and 
Social Institutions, Princeton University, 1954. Pp. 26. 

The Determination of Production: An Introduction to the Study of Economizing 
Activity. By Burgess Cameron. New York: Cambridge University Press, 1954. 
Pp. xv, 100. $3.75. 

Private Enterprise and Public Policy. By Melvin Anshen and Francis D. Wor- 
muth. New York: Macmillan Co., 1954. Pp. xiv, 742. $6.75. 

Federal-State-Local Tax Correlation: A Symposium. By Kenneth W. Gemmill and 
others. Princeton, N. J.: Tax Institute, 1954. Pp. viii, 248. $5.00. 

The Famulus: The Estate Labourer in the XITth and XIIIth Centuries. By M. M. 
Postan. New York: Cambridge University Press, 1954. Pp. 48. paper, $1.50. 

A Graphic Approach to Economics: Selected Principles and Problems. By K. 
William Kapp and Lore L. Kapp. Rev. ed. New York: Henry Holt and Co., 
1954. Pp. 152. paper, $1.90. 

Business and Economic Statistics. By William A. Spurr and others. Homewood, 
Ill.: Richard D. Irwin, 1954, Pp. xi, 579. $6.00. 

Government Finance: An Economic Analysis. By John F. Due. Homewood, IIl.: 
Richard D. Irwin, 1954. Pp. xviii, 562. $6.00. 

Real Estate Finance. By Henry E. Hoagland. Homewood, IIl.: Richard D. Irwin, 
1954. Pp. ix, 515. $6.00. 

Personal Finance: Principles and Case Problems. By Arthur W. Hanson and 
Jerome B. Cohen. Homewood, Ill.: Richard D. Irwin, 1954. Pp. xi, 682. $6.00. 
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The Dynamics of Industrial Management. By Raymond Villers. New York: Funk 
& Wagnalls Co., 1954. Pp. xix, 546. $5.00. 

Economia Racional. By N. Manetti-Cusa. Buenos Aires: Guillermo Kraft Ltda, 
1953. Pp. 347. 

Economic Survey of Denmark, 1954. Copenhagen: Danish Ministry for Foreign 
Affairs, 1954. Pp. 94. 

Principles of Real Estate. By Arthur M. Weimer and Homer Hoyt. 3rd ed. New 
York: Ronald Press Co., 1954. Pp. ix, 618. $6.50. 

The Structure of American Industry: Some Case Studies. Edited by Walter Adams. 
Rev. ed. New York: Macmillan Co., 1954. Pp. vxii, 590. $5.75. 

The Share of Financial Intermediaries in National Wealth and National Assets, 
1900-1949. By Raymond W. Goldsmith. New York: National Bureau of 
Economic Research, 1954. Pp. 120. Paper, $1.50. 

Technological Progress in the Meatpacking Industry, 1919-47. By Vernon W. 
Ruttan. Washington, D. C.: U. 8. Department of Agriculture, 1954. Pp. 38. 
Paper, 20¢. 

Economics of Labor Relations. By Gordon F. Bloom and Herbert R. Northrup. 
Rev. ed. Homewood, Ill.: Richard D. Irwin, 1954. Pp. xv, 784. $6.00. 

Business Law: Text, Statutes, and Glossary. By Joseph L. Frascona. Homewood, 
Ill.: Richard D. Irwin, 1954. Pp. xii, 961. $6.75. 

Labor Mobility in Six Cities: A Report on the Survey of Patterns and Factors in 
Labor Mobility, 1940-1950. Prepared by Gladys L. Palmer with the assistance 
of Carol P. Brainerd. New York: Social Science Research Council, 1954. Pp. 
xiv, 177. $2.75. 

A Key to Modern Economics. By David McCord Wright. New York: Macmillan 
Co., 1954. Pp. x, 520. $4.75. 

Economic Geography. By Clarence Fielden Jones and Gordon Gerald Darken- 
wald. Rev. ed. New York: Macmillan Co., 1954. Pp. xxv, 612. $6.75. 

A Report on Taiwan's Population to the Joint Commission on Rural Reconstruction. 
By George W. Barclay. Princeton: Office of Population Research, Princeton 
University, 1954. Pp. xii, 120. Paper, $2.50. 

Financing Agriculture Through Commercial Banks. By R. J. Doll and E. N. 
Castle. Kansas City, Mo.: Federal Reserve Bank of Kansas City, 1954. Pp. 48. 

Property, Profits and People. By Thurman Andrew. Washington, D. C.: Progress 
Press, 1954. Pp. 242. $3.75. 

Dictionary of European History. Compiled by William 8. Roeder. New York: 
Philosophical Library, 1954. Pp. viii, 316. $6.00. 

Grim the Battles. By Daisy Lee Worthington Worcester. New York: Exposition 
Press, 1954. Pp. 410. $4.00. 

Currency Convertibility. By Gottfried Haberler. Washington, D. C.: American 
Enterprise Association, 1954. Pp. 46. 

International Cycles and Canada’s Balance of Paymenis, 1921-33. By Vernon W. 
Malach. Toronto: University of Toronto Press, 1954. Pp. xii, 154. $3.00. 

The Compleate Strategyst: Being a Primer of the Theory of Games of Strategy. By 
J. D. Williams. New York: McGraw-Hill Book Co., 1954. Pp. xiii, 234. $4.75. 
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South African Food and Agriculture in World War II. By J. M. Tinley. Stanford: 
Stanford University Press, 1954. Pp. xii, 138. $5.00. 

Federal Grant-in-Aid Programs: Report of the Committee on Social Legislation. 
Washington, D. C.: Chamber of Commerce of the United States, 1954. Pp. 
36. Paper, 50¢. 

British Public Finances: Their Structure and Development, 1880-1952. By Ursula 
K. Hicks. New York: Oxford University Press, 1954. Pp. 220. $1.00. 

Introduction to Business Policy. By Richard N. Owens. Homewood, Ill.: Richard 
D. Irwin, 1954. Pp. xv, 474. 

The Scottish Economy: A Statistical Account of Scottish Life. Edited by A. K. 
Cairncross. New York: Cambridge University Press, 1954. Pp. xv, 320. $6.00. 

Economic Activity Analysis. Edited by Oskar Morgenstern. New York: John 
Wiley & Sons, 1954. Pp. xviii, 554. $6.75. 

Soviet National Income and Product, 1940-48. By Abram Bergson and Hans 
Heymann, Jr. New York: Columbia University Press, 1954. Pp. xii, 249. $5.00. 

Trends and Cycles in Capital Formation by United States Railroads, 1870-1960. 
By Melville J. Ulmer. New York: National Bureau of Economic Research, 
1954. Pp. 70. Paper, $1.50. 

Proceedings of the Taft-Hartley Forum. Department of Conferences and Institutes, 
University Extension, University of Mississippi, 1954. Pp. 115. Paper, $1.50. 

Methods of Crop Forecasting. By Fred H. Sanderson. Cambridge: Harvard 
University Press, 1954. Pp. xiv, 259. $5.00. 

The Case Methods at the Harvard Business School. Edited by Malcolm P. McNair. 
New York: McGraw-Hill Book Co., 1954. Pp. xiv. 292. $5.00. 

Basing Point Pricing and Regional Development: A Case Study of the Iron and 
Steel Industry. By George W. Stocking. Chapel Hill: University of North 
Carolina Press, 1954. Pp. vii, 274. $6.50. 

Business Education for Competence and Responsibility. Edited by Thomas H. 
Carroll. Chapel Hill: University of North Carolina Press, 1954. Pp. x, 67. $2.00. 

Monopoly and Competition and Their Regulation: Papers and Proceedings of a 
Conference held by the International Economic Association. Edited by Edward 
H. Chamberlin. New York: St. Martin’s Press, 1954. Pp. xiv, 548. $7.50. 

Nonferrous Metals Industry Unionism, 1932-1954: A Story of Leadership Con- 
troversy. By Vernon H. Jensen. Geneva, New York: W. F. Humpherey Press, 
1954. Pp. xv, 328. Vol. V. Paper, $4.00. 

Labor Mobility and Economic Opportunity. Essays by E. Wight Bakke and others. 
New York: John Wiley & Sons, 1954. Pp. vii, 118. $3.50. 

A History of the Kansas Central Railway, 1871-1935. By Harold Crimmins. 
Emporia, Kansas: Kansas State Teachers College, 1954. Pp. 34. 

Economics. By Richard C. Bernhard. Boston: Heath and Co., 1954. Pp. xiv, 801. 
$6.00. 

Theory of Economic Dynamics: An Essay on Cyclical and Long-Run Changes in 
Capitalist Economy. By M. Kalecki. New York: Rinehart & Co., 1954. Pp. 
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Problems of Union Administration: Excerpts from Annual Labor Conference 
Proceedings, 1949-1953, Industrial Relations Center, University of Minnesota. 
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Mortgage Lending Experience in Agriculture. By Lawrence A. Jones and David 
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Business Fluctuations and Forecasting. By Carl A. Dauten. Cincinnati, Ohio: 
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Fair Competition: The Law and Economics of Antitrust Policy. By Joel B. Dirlam 
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L'Europe sans rivages. By Frangois Perroux. Paris: Presses Universitaires de 
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Taxation in the United States. By Randolph E. Paul. Boston: Little, Brown and 
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INDUSTRIAL CONFLICT 


By ARTHUR KORNHAUSER, Wayne University, ROBERT DUBIN, University of 

Oregon, and ARTHUR M. ROSS, University of California, at Berkeley. 544 pages, 

$6.00 
Incorporates the significant thinking of 39 authorities in the fields of psychology, 
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By RicHARD E. MULCAHY, S.J. “An interesting, up-to-date collection of readings in good 
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